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A3STRACT 

THE  SKTSnFRISS  OF  A  FRITS  PEOPLE;    CALAIS  A23 

TIT?  CAIJAL  FUND  D?  THZ  l.T'V  YCHK  SCC'VOLT,  1792 "1838. 

Nathan  Millor 

Kercantilistic  traditions  persisting  rail 
into  tho  19th  century  resulted  in  a  state  economic 
policy  in  !Iew  York  that  justified  subsidising  en- 
terprise and,  in  the  caso  of  the  z>ie  and  Champlain 
Canals,  facilitated  the  development  of  a  large  pro- 
rran  of  state  public  works.     A  chronic  s-hortage  of 
capital  re-enforcod  the  lingering  mere ant ills tic 
traditions.    The  canals  were  financed  by  borrowing 
on  the  crodit  of  the  state,  first  in  the  l^cal 
money  market,  thereafter  in  areas  beyond  the  state, 
and,  finally,  overseas,  particularly  in  England. 

77hen  the  canals  were  completed,  a  large  in- 
come from  tolls  and  other  sources  accumulated.  Be- 
cause the  prosperity  of  the  canals  assured  investors 
in  canal  stock  that  their  investments  were  worthwhile, 
they  refused  to  redeem  their  stock,  even  at  high  pre- 
miums, until  1832.     The  surplus  revenues  of  the  Canal 
Fund  eventually  found  their  way  into  the  banks  of  the 
state,  through  which  they  were  siphoned  into  the  econ- 
omy*   Hence,  the  Canal  Fund  became  a  kind  of  develop- 
ment bank  of  considerable  significance  for  the  economy 
of  New  York  during  the  1830' 8. 


I 

IXiring  this  period,  the  Commissioners  of 
the  Canal  Fund,  impressed  with  the  way  that  their 
administration  of  the  canal  revenues  affected  the 
economy,  increasingly  demonstrated  a  sense  of  res- 
ponsibility for  its  stability.    They  therefore  regu- 
lated their  loans  to  banks,  as  well  as  their  redemp- 
tion of  canal  stock,  according  to  the  needs  of  the 
state*s  economy  as  they  understood  them. 

During  the  banking  panic  of  1834,  the  Com- 
missioners altered  their  policy  of  redeeming  out- 
standing canal  stock  in  order  to  avoid  drawing  on 
tho  banks  at  a  tine  when  pressures  in  the  money 
marlrot,  resulting  from  the  contraction  of  loans 
by  the  3ank  of  the  United  States,  caused  consid- 
erable hardship  in  business  and  commerce.  Early 
in  1036,  they  sought  to  channelize  funds  into 
banks  in  ?Jew  Ynrk  City  following  the  disastrous 
fire  that  destroyed  the  heart  of  the  business  dis- 
trict in  that  city.    In  1837,  the  Commissioners 
administered  the  Canal  Fund  in  a  manner  designed  to  ease 
the  impact  of  the  Panic  on  the  economy  of  the 
state.    ITew  York  City  bankers,  apprehensive  about 
the  drain  of  their  gold  reserves  overseas,  turned 
to  the  state  for  aid.    The  Commissioners  proposed 
a  loan  of  canal  stock  to  the  banks  to  substitute 
for  export  of  bullion  overseas  as  a  means  of  settling 


debts  due  for  collection.    This  policy  was  ap- 
proved too  late  to  prevent  the  suspension  of 
spocie  payments  by  the  banks,  but  it  t?as  revived 
and  acted  upon  In  1833,  when  the  Comni ssioners 
loaned  canal  stock  to  the  banks  to  be  sold  abroad 
In  order  to  facilitate  resumption  of  specie  pay- 
ments.   Bankers  and  Commissioners  agreed  that  both 
the  private  an^  public  sectors  of  the  economy  de- 
pended on  continued  foreif^i  investnent  in  ?*ew  Yorkf 
they  were  anxious,  therefore,  to  restore  the  "normal ■ 
relationship  that  had  existed  ovar  the  years  with 
the  Enrlish  money  market  particularly.    Hence,  the 
Commissioners  made  a  £reat  and  successful  effort  to 
maintain  the  credit  of  the  state  during  the  Panic 
by  making  *-he  quarterly  interest  payments  on  canal 
stock  in  £°ld#  despite  the  prevailing  general  sus- 
pension of  specie  payments. 

The  policy  of  the  Commissioners,  like  that 
of  the  Ker  York  bankers,  clashed  directly  with  the 
policy  of  the  United  States  Bank  of  Pennsylvania, 
which  favored  deity  In  the  resumption  of  specie 
pa/ments.    New  York  bankers  and  the  Commissioners 
understood  their  particular  need  for  borrowed  capi- 
tal In  an  underdeveloped  economy  and  enjoyed  the 
assistance  of  the  Bank  of  England  in  bringing  about 
an  early  resumption  of  specie  payments  by  the  banks 
of  Hew  York  In  1838. 


"...the  Hreat  and  marnificent 
waters  were  left  in  the  midst 
of  our  Empire,  to  call  into 
action  the  moral,  political 
and  physical  power  and  enter- 
prise of  our  infant  Republic... 

William  James,  Chairman 
of  the  Committee  of 
Citizens  of  Albany, 
2  November,  1825. 


"Pragmatism  is  willingness  to 
take  anything. .. .Ker  "only  test 
is  what  works  best...." 


—  William  James,  1907. 
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INTRODUCTION 

In  1825,  the  Erie  Canal  was  the  first  man-made 
wonder  of  the  western  world.     Americans  throughout  the 
country  saw  in  the  canal1 a  successful  completion  far 
more  than  an  unprecedented  triumph  of  engineering  skill. 
Many  regarded  the  achievement  as  a  verification  of  the 
vigor  and  creativity  of  American  republican  "genius", 
as  proof  of  the  great  destiny  that  the  future  held 
for  the  entire  country,  and  as  confirmation  of  their 
belief  that  a  Divine  Providence  watched  over  it. 

Exaggerated  as  such  judgments  may  appear  today, 
they  were  scarcely  regarded  as  unjustified  in  1825. 
The  builders  of  the  canal  had  encountered  great  and 
numerous  obstacles.    Their  success  in  overcoming  them 
was  noteworthy  and  impressive,  and  helped  swell  the 
stream  of  optimism  and  national  self-confidence  that 
had  first  begun  to  rise  and  flow  following  the  con- 
clusion of  the  War  of  1812.    Had  not  this  extraordin- 
ary technological  triumph  been  wrought  by  men  with  no 
formal  training  in  engineering?    Were  not  thousands 
of  men  mobilized  to  dig,  grub  and  haul  at  a  time  when 
the  country  as  a  whole  suffered  from  a  shortage  of 
labor?    Did  the  state  not  borrow  and  expend  extra* 
ordinarily  large  sums  in  a  period  when  capital  was 
short  and  credit  limited? 


ii. 

The  symbolic  importance  of  the  achievement, 
however,  was  overshadowed  by  the  fact  that  the  canal 
was  built,  owned  and  operated  by  the  state.    This  wai 
the  underlying  theme  of  the  ceremonies  that  marked  the 
official  opening  of  the  canal.     It  was  the  theme  that 
speakers  merged  with  their  predictions  of  the  future 
greatness  of  the  Empire  State,  and  it  indicated  the 
prevailing  assumption  that  the  state  would  continue 
as  an  active  agent  in  advancing  economic  development 
within  its  borders,  as,  indeed,  it  did  during  the 
following  twenty  years. 

The  chief  purpose  of  this  study  is  to  reveal 
and  explain  the  role  that  the  State  of  New  York  assumed 
in  furthering  economic  development  within  its  borders 
between  1792  and  1838.    But  why  the  concentration  on 
canals  and  canal  policy,  as  the  foregoing  paragraphs 
suggest  and  as  the  subtitle  of  the  study  indicates? 
To  begin  with,  the  canals,  enormous  projects  both 
technically  and  financially  for  their  time,  evoked 
the  kind  of  public  reaction  and  comment  that  other 
forms  of  state  intervention  in  the  economy  were  In- 
capable of  doing,  and  so  provide  a  useful  and  work* 
able  record  for  the  historian.     Secondly,  the  canals 
marked  a  transition  in  the  tradition  of  state  inter* 
vention  in  the  economy.    Previously,  the  state  had 
restricted  its  activities  to  small-scale  aid  to  bor- 
rowing farmers  and  manufacturers  and  to  investing  In 
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privately-sponsored  canal  companies  and  banks.  The 
state  had  been  able  to  maintain  this  program  on  the 
basis  of  local  sources  of  revenue,    The  large-scale 
expenditures  for  the  canals,  however,  altered  the 
picture.    To  meet  such  expenditures,  the  state  had 
to  establish  its  credit  in  the  money  market  as  a 
solid,  reliable  borrower,  and  to  protect  this  status 
once  it  had  been  established,    By  1820-1821,  there  was 
no  doubt  that  the  credit  of  New  York  State  rested  on 
an  unquestionably  firm  foundation,  a  matter  of  enor- 
mous significance  for  future  state  enterprise,  and 
for  the  direct  and  indirect  support  that  the  public 
would  extend  in  the  future  to  private  sectors  of  the 
e  c  onomy . 

Thirdly,  a  study  of  the  management  of  the  Canal 
Fund  and  of  the  policy,  purposes  and  methods  of  the 
Commissioners  who  administered  it,  provides  a  new  and 
fuller  understanding  of  the  large  part  that  the  state 
assumed  in  furthering  economic  development  within  its 
borders.     Initially,  these  officials  rigidly  confined 
themselves  to  such  functions  as  the  financial  manage  - 
ment  of  the  canals  involved:    borrowing  for  the  costs 
of  construction,  allotting  funds  for  maintenance  and 
repair,  and  coping  with  the  problem  of  payment  of  the 
principal  and  interest  when  these  became  due.    As  time 
passed,  however,  the  Commissioners  enlarged  their 


It, 

functions,  sometimes  voluntarily,  sometimes  reluctant- 
ly, as  a  result  of  pressures  beyond  their  control,  so 
that  by  the  early  1830' s,  they  increasingly  governed 
their  acts  and  decisions  by  a  consideration  of  their 
probable  impact  on  the  general  economic  welfare  of 
New  Yorkers  involved  in  trade,  farming,  manufacturing 
and  banking  within  the  state.    Just  as  the  Commission- 
ers became  alive  to  the  needs  of  the  businessman  and 
adjusted  their  functions  accordingly,  so  the  business- 
man was  quickly  alerted  to  the  capacity  of  the  Commis- 
sioners to  assist  him,  directly  or  indirectly,  through 
the  large  resources  at  their  disposal. 

The  acceptance  of  a  public  works  program  for 
large-scale  canal  construction,  which  the  prevailing 
tradition  of  state  entrepreneurship  helped  make  pos- 
sible, is  part  of  the  story  that  follows.    But  major 
emphasis  is  placed  here  on  the  role  of  the  Canal  Fund 
as  an  instrument  of  economic  development  in  New  York. 
This  is  an  aspect  of  the  state's  canal  policy  and  an 
achievement  that  ranked  in  importance  with  the  reduced 
transportation  rates  that  the  canal-  wrought.    The  con- 
ventional story  of  reduced  rates  and  the  preoccupation 
with  the  personal  role  of  DeWitt  Clinton  have  obscured, 
in  the  past,  the  history  of  the  management  of  the  Canal 
Fund  and  its  importance  in  New  York's  economy.  Had 


Clinton  lived  Just  ten  years  beyond  1928,  the  year 
in  which  he  died,  he,  too,  would  have  been  astonished 
by  some  of  the  functions  that  the  Commissioners  assumed 
and  by  the  fact  that  the  canals,  initially  intended 
to  solve  transportation  problems,  had  created  a  state- 
run  development  bank. 

It  is  almost  unnecessary  to  point  out  the  present 
day  pertinence  of  this  study.    New  York  State,  in  the 
early  19th  century,  as  compared  to  England,  was  an 
underdeveloped  economy.    Its  primary  problem  was  a 
shortage  of  capital  for  economic  development,  especial- 
ly for  those  large-scale  projects  of  internal  improve- 
ment that  now  are  referred  to  as  "social  overhead 
capital."    Like  many  underdeveloped  countries  today 
in  Asia,  Africa  and  Latin  America,  New  York  State 
sought  to  attract  foreign  capital  for  investment 
within  its  borders  and  undertook  economic  functions 
that  exceeded  the  capacity  of  individuals  or  private 
corporations.    It  assumed  these  functions  to  provide 
a  favorable  climate  for  private  enterprise  that  was 
well  within  the  scope  of  individuals  or  corporations. 
What  individuals  or  corporate  enterprises  could  do, 
they  were  eager  to  do  and  to  reap  the  rewards  in  so 
doing;  what  they  could  not  do  for  themselves,  they 
were  happy  to  see  the  state  or  the  nation  do  for  them. 


▼1. 

Preconceived  notions  of  a  doctrinaire  cast  never 
bound  the  "creative"  powers  of  the  state  in  the 
period  under  consideration.     Instead,  the  capacities 
of  individuals,  corporations  and  the  state  were 
looked  on  from  an  entirely  pragmatic  point  of  view 
in  relation  to  tasks  that  had  to  be  accomplished. 
The  only  test  was  what  worked  best. 
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CHAPTER  I. 

Private  "r.*r?rrrl?e  9?  a  Premature  Ejrrerlrer.t . 

America1  s  manifest  destiny  was  expected  to  tin- 
fold  in  the  vast  interior  of  the  continent,  and  no 
generation  believed  this  more  than  the  one  that  had 
borne  the  burden  of  revolution  and  had  founded  a 
nation.     "As  yet.. .we  crawl  along  the  outer  shell 
of  the  country,"  wrote  Gouverneur  Morris,  the  "stylist" 
of  the  Constitution.     In  1801,  when  Morris  stood  on 
the  shore  of  Lake  Erie  and  looked  westward,  a  prophetic 
vision  came  to  him  in  connection  with  the  nation  that 
he  had  helped  found.     "The  proudest  empire  in  Europe 
is  but  a  bauble  compared  to  what  America  will  be,  must 
be,  in  the  course  of  two  centuries,  perhaps  one..."* 

Where  and  how  Americans  would  penetrate  fron 
the  "outer  shell"  into  the  interior  of  the  country 
would  be  determined  by  the  compelling  facts  of  geo- 
graphy, and  these  facts  favored  New  York  State.  For 
in  New  York,  the  Appalachian  mountain  range—  "tha 
great  ridge  which  divides  the  waters  of  the  Atlantic 
from  those  of  the  Mississippi"—  seemed  to  melt  away. 


1.  Jared  Sparks,  The  Life  of  Gouverneur  Morris.  (Boston, 

1832),  III,  14 J -144.  !  

2.  Thomas  Jefferson,  Notes  on  the  State  of  Virginia, 

(London,  1787),  ZT,  H,  772  


Here,  as  DeWitt  Clinton  put  it,  the  Hudson  River 
"breaks  through  the  Blue  Ridge  /and/. . .ascends 
above  the  eastern  termination  of  the  Catskills... 
/where/  there  are  no  interposing  mountains  to  pre- 
vent a  communication  with  it  and  the  great  western 
lakes."1 

In  1792,  the  New  York  State  Legislature  chartered 
the  Western  Inland  Lock  Navigation  Company  for  the  pur- 
pose of  establishing  an  uninterrupted  route  of  trans- 
portation by  water  from  the  Hudson  River  to  Lake  On- 
tario by  improving  and  linking  the  Mohawk  River,  Lake 
Oneida,  and  the  Oneida  River.    At  the  same  time,  the 
Legislature  incorporated  the  Northern  Inland  Lock 
Navigation  Company;  this  company  was  Authorized  to 
provide  an  uninterrupted  connection  by  water  between 
the  Hudson  River  and  Lake  Ch  pplain.    Under  the  gui- 
dance of  Philip  John  Schuyler,  merchant,  extensive 
landholder,  and  revolutionary  war  general,  both  com- 
panies set  out  to  accomplish  in  general  what  the 
state  succeeded  in  doing  thirty  years  later  through 
the  construction  of  the  Erie  and  Chmmplain  canals. 
The  Northern  Company  collapsed  after  a  brief  exis- 
tence; the  Western  Company,  which  made  limited  im- 
provements in  the  Mohawk  River  and  Wood  Creek  further 


1.    David  Hosack,  Memoir  of  DeWitt  Clinton  (New  York, 
1829),  1+08.   


3. 


west,  collected  tolls  for  the  use  of  its  facilities 
for  about  twenty-five  years,  until  it  sold  its  rights 
and  its  property  to  the  state. ^ 

The  Western  Company  was  less  important  for  the 
transportation  facilities  that  it  provided  than  for 
the  way  in  which  it  affected  public  opinion  in  New 
York  on  the  question  of  internal  improvements  for  at 
least  a  quarter  of  a  century.     The  Company's  history 
became  a  matter  of  considerable  interest  after  the 
War  of  1812,  when  the  proposed  Erie  and  Champlain  Can- 
als, designed  to  link  the  Hudson  River  with  Lake  Erie 
and  Lake  Champlain  respectively,  emerged  as  an  import- 
ant public  question.    Both  supporters  and  opponents 
of  these  projects  turned  to  the  record  of  the  private 
company  for  the  kind  of  evidence  that  would  support 
their  contentions.    There  was  no  dispute  about  the 
fact  that  the  projectors  of  the  private  company  had 
failed;  what  the  lessons  were  that  could  be  learned 
from  the  company's  experience,  however,  was  a  source 
of  disagreement.    To  those  who  opposed  state  construc- 
tion of  the  Erie  and  Champlain  Canals,  the  company's 


1.    A  detailed  account  of  the  history  of  the  Western 
Inland  Lock  Navigation  Company  may  be  found  in 
Nathan  Miller,  "Private  Enterprise  in  Inland 
Navigation:    the  Mohawk  Route  Prior  to  the  Erie 
Canal,"  New  York  History,  XXXI,  No.  k,  passim. ; 
NYS.  Laws,  Ch.  XL,  13  Sees,   


history  proved  that  the  contemplated  projects,  If  under 
taken,  would  soon  be  brought  to  a  halt  by  insurmount- 
able technical  obstacles  similar  to  those  that  had 
dashed  the  hopes  of  General  Schuyler  and  his  associ- 
ates.   Supporters  of  the  Erie  and  Champlain  Canal 
projects  declared  that  all  the  company's  history  dem- 
onstrated was  the  folly  of  allowing  a  private  corpor- 
ation to  assume  a  task  which  properly  belonged  to  the 
state,  the  national  government,  or  both. 

What  were  the  details  of  the  history  of  this 
company,  chartered  in  1792,  that  still  interested  New 
Yorkers  in  1817? 

Aside  froi*«  a  few  short  canals  that  were  equipped 
with  locks,  and  the  link  established  between  the  Mohawk 
River  and  Lake  Oneida  through  Wood  Creek,  the  company 
had  accomplished  little.     It  had  never  improved  navi- 
gation on  the  Oswego  River,  which  meant  that  it  failed 
to  achieve  its  purpose  of  providing  access  to  Lake  On- 
tario.   Similarly,  the  company  had  never  commanded  the 
resources  and  the  technical  skills  that,  together, 
would  have  made  possible  passage  by  boat  from  the  Hud- 
son Fiver  to  the  Mohawk.    Here  the  descent  of  the 
waters  of  the  Mohawk  River  into  the  Hudson  was  swift 
and  precipitous,  and  navigation  was  impossible.  Direc- 
tors of  the  company,  who  had  calculated  the  high  costs 
of  transportation  in  the  Mohawk  Valley,  attributed  them 


largely  to  this  portage,  but  they  acknowledged  that 
they  were  helpless  to  do  anything  about  it.* 

Contemporary  observers  Judged  the  company  harsh- 
ly.    Timothy  Dwight,  president  of  Yale  College,  who 
travelled  through  central  New  York  in  180J+,  and  Samuel 
Mitchell,  who  toured  the  same  part  of  the  state  six 
years  later,  agreed  that  between  Utica  and  Schenectady 
navigation  on  the  Mohawk  River  was  "so  imperfect  that 

merchants  often  choose  to  transport  their  commodities 

„2 

along  its  banks  in  wagons.        Transportation  in  the 
upper  reaches  of  the  river,  between  Rome  and  Utici, 
was  apparently  no  better.    When  the  water  supply  was 
inadequate,  the  river' s"serpentine  route"  created 
special  difficulties  for  boatmen;  in  dry  seasons,  the 
entire  stretch  "became  a  portage."^    The  public  grumbled 
at  the  company's  poor  service,  inadequate  facilities 
and  high  tolls.    Merchants  of  Geneva  and  Canandaigua 


1.  Miller,  "Private  Enterprise  in  Inland  Navigation...", 

passim. 

2.  Timothy  Dwight,  Travels  in  New  England  and  New  York 

(New  Haven,  1822 j,  IV,  I2H — Mitchell's  criticism 
was  especially  significant  for  he  had  subscribed 
to  the  company's  stock.     Hosack,  Memoir. . . ,  393. 


3.     "Report  of  the  Canal  Commissioners,"  31  Jan.,  1818; 

Laws  of  the  State  of  New  York  in  Relation  to  the 
Erie  ana  Champiam  Canals , "  togetne r  with  tne  An- 
nual Heporta  or  the  Canal  ^ommlss loners  ana  other 
Documents.  { Albany,  ) ,  1,  joy,  tiiencerorth, 

NY  Cl.LawI);    Myron  Holley  to  DeWitt  Clinton, 
11  Kay,  i6i7.  DeWitt  Clinton  Papers,  (Henceforth, 
DWCPps.);  Hosack,  Memoir..., 
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protested  to  the  Legislature  that  the  company's  tolls 
were  "oppressive;"  boatmen  and  travellers  heaped  the 
"grossest  atrase"  on  the  company's  collectors  for  the 
same  reasons.    In  defense  of  its  tolls,  the  company 
pointed  to  the  poor  returns  on  its  Investment  and  to 
the  years  when  it  skipped  or  paid  low  dividends 

A  closer  look  at  the  company's  operations  ex- 
plains,at  least  In  part,  why  Its  improvements  scarcely 
extended  beyond  the  Kohawk  Valley,    Waste  and  fraud 
were  not  unknown  and  added  to  the  continuing  difficul- 
ties imposed  by  the  high  costs  of  labor  and  technical 
ignorance.    Perhaps  because  the  company  was  always 
short  of  funds,  it  was  decided,  no  doubt  as  a  matter 
of  economy,  to  allow  General  Schuyler  to  serve  as  the 
company's  engineer*    This  decision  was  a  step  in  the 
direction  of  technical  and  financial  disaster.  Schuyler 
was  a  self-confessed  amateur  as  an  engineer,  and  some 
of  the  company's  financial  losses  resulted  from  errors 
that  he  committed.    Young  DeVltt  Clinton,  a  keen  ob- 
server and  articulate  critic  of  these  proceedings, 
In  an  unsigned  newspaper  article,  denounced  the  Gen- 
eral as  a  "mechanic  empiric"  responsible  for  "waiting 
the  property  of  the  stockholders."^    The  General, 


1.  Peter  Colt  to  Gerard  Walton,  11  Nov.,  1796;  Peter 

Colt  to  Philip  Schuyler,  2  March,  1798.  Schuyler  Pps. 

2.  New  York  Journal  and  Patriotic  Register,  2k  July* 

17V J.     vot  ws.  copy,  see  DWC  Pps. 
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chastened  and  contrite,  eventually  admitted  that  his 
assumption  of  the  duties  of  an  engineer  had  been  an 
error,  but  he  explained  that  he  had  accepted  the  assign- 
ment only  because  he  had  felt  that  any  delay  "would 
have  dimmed  the  hopes  of  the  s tockholders . . . ."* 

That  the  "hopes  of  the  stockholders"  should  be 
uppermost  in  the  General's  mind  and  that  he  was  de- 
termined to  make  the  stock  of  the  company  "more  pro- 
ductive than  that  of  any  banking  or  insurance  company" 
in  the  state,  is  readily  understandable.     If  labor  came 
high  in  the  last  decade  of  the  eighteenth  century,  so 
did  working  capital;  and  it  required  the  promise  of 
large  earnings  to  attract  and  retain  an  adequate  sup- 
ply.   Prom  the  day  that  the  company  first  opened  Its 
subscription  books,  it  encountered  considerable  resis- 
tance in  the  money  market.    Three  months  passed  before 
it  disposed  of  three-quarters  of  its  shares  at    $25  * 
share,  and  within  three  years,  one-third  of  the  sub- 
scribers had  forfeited  their  stock  when  they  either 

would  not,  or  could  not,  pay  the  frequent  and  high 

2 

requisitions  levied  on  their  holdings.  Requisitions 


1.  Copy  of  Schuyler's  Letter,  probably  to  Thomas  Eddy, 

August,  1803.    Schuyler  Pps. 

2.  Nine  calls  were  made  between  1792  and  1601,  only- 

one  of  which  amounted  to  less  than  $25  *  share. 
"Receipt  for  Payment  on  Shares,  20  May,  1801;" 
Plan  for  Prosecuting  the  Canals,  pages  unnumbered, 

Schuyler  fps. 


and  forfeitures  made  the  stock  even  more  unsalable 
than  ever. 

Who  Invested  in  this  company,  what  were  their 
resources,  and  why  did  they  become  involved  in  an  en- 
terprise whose  future  seemed  shrouded  in  uncertainty? 
A  large  proportion  of  the  stockholders  and  directors 
of  the  company  were  merchants,  businessmen  and  bankers 
in  New  York  City.    John  Murray,  Nicholas  Low,  and  Daniel 
Ludlow,  all  prominent  businessmen  in  the  city,  wers 
early  stockholders.    Especially  notable  among  the  di- 
rectors were  businessmen  who  speculated  in  lands  in 
the  Mohawk  Valley  and  its  vicinity;  fifteen  of  thirty- 
six  known  directors  held  lands  that  were  expected  to 
rise  in  value  in  consequence  of  the  company's  improve- 
ments.^   Access  to  market  meant  profits  to  the  real 
estate  speculator,  and  for  this  reason  the  company1 » 
subscription  books  carried  the  names  of  such  large- 
scale  operators  as  the  Holland  Land  Company,  Samuel 
Ward,  the  partnership  of  LeRoy  and  Bayard,  Robert 
Troup,  Melancthon  Smith,  Daniel  McCormick,  and  many 
others.    Merchants  of  New  York  City  saw  the  connection 


1.    Miller,  "Private  Enterprise  in  Inland  Navigation.,.", 
U02-3 ;  George  Scriba,  a  director  of  the  company, 
speculated  In  lands  in  central  New  York,  Scriba 
ran  an  advertisement  of  his  land  offerings  in  the 
New  York  Evening  Post  (16  Feb.,  1809),  in  which 
he  polntea  out  now  much  more  accessible  the  lands 
had  become  as  a  result  of  the  Company's  improve- 
ments. 


between  real  estate  prices  and  internal  improvements, 
so  that  some  of  them,  who  had  accumulated  sizeable 
fortunes  in  trade  and  had  diverted  their  surpluses 
to  investments  in  land,  took  shares  in  the  stock  of 
the  canal  company  also.^ 

Private  subscriptions,  however,  were  insuffi- 
cient to  fulfill  the  company's  capital  needs.  The 
company,  therefore,  frequently  called  on  the  state 
to  assist  it,  a  provision  for  a  "free  gift"  in  its 
charter  setting  the  precedent  for  such  aid.  Even- 
tually, the  state  advanced  two  loans  to  the  company 
and  invested  in  two  hundred  shares  of  its  stock, 

thereby  becoming  the  largest  single  stockholder  in 

2 

the  company.      As  a  result,  the  state  became  eligible 
to  receive  such  dividends  that  the  company  would 
declare  and  "to  which... the  people  became  entitled" 
and  to  appoint  an  agent  to  attend  stockholders1  meetings. 

It  was  easy  to  Justify  mixing  public  with  pri- 
vate funds  in  a  venture  that  promised  to  be  so  bene- 
ficial to  the  community.    The  benefits  to  commerce  and 
agriculture  were  apparent,  and  any  improvement  in 


1.  Miller,  "Private  Enterprise  in  Inland  Navigation, 

U.02,  1+03 .    Ward,  Scriba,  McCormick,  along  with  Rob- 
ert Bowne,  who  served  for  a  time  as  President  of 
the  Company,  Peter  Kerable,  Peter  Curtenius,  and 
William  Constable,  had  had  long  and  profitable  - 
careers  as  merchants  before  they  turned  to  real 
estate  activities* 

2.  NTS.  Laws,  Ch.  XXXVIII,  18  Sess.;  Ch.  LXI,  19  Ses«. 


transportation  could  only  facilitate  the  enforcement 
of  law  throughout  the  state.    Governor  George  Clinton 
recommended  that  the  Legislature  grant  the  company 
"every  fostering  aid  and  patronage"  because  of  the 
obviously  "great  public  advantages"  that  would  result 
on  the  basis  of  a  "very  moderate  expense, ■ 

The  Legislature  was  no  less  favorably  disposed 
towards  the  company  than  was  the  Governor,  and  it  ac- 
cepted and  acted  affirmatively  on  all  his  recommenda- 
tions.    Indeed,  legislative  generosity  was  so  great 
for  a  while  that  besides  the  direct  assistance  that 
it  authorized  the  state  to  grant  to  the  company,  it 
enacted  legislation  designed  to  make  it  possible  for 
the  company  to  draw  on  the  resources  of  a  foreign 
land  company  operating  within  the  state  at  the  tine. 

The  foreign  company  in  question  was  organized 
by  a  group  of  eminent  Dutch  bankers  who,  as  the  Holland 
Land  Company,  were  speculating  in  lands  in  western  Hew 
York.    As  foreigners,  the  Dutch  had  been  handicapped 
in  their  speculations  in  New  York  from  the  start  be- 
cause under  prevailing  state  law,  aliens  were  per- 
mitted to  hold  lands  in  New  York  only  under  a  special 
act  of  the  Legislature.    Either  because  the  Holland 
Land  Company  feared  that  the  Legislature  would  deny 


1.    C.  Z.  Lincoln,  Messages  from  the  Governors...  (Al- 
bany, 1909),  11,  328=321;  33b.  


them  the  requisite  authority  to  purchase  real  estate 
in  New  York,  or  because  they  were  impatient  of  the 
delay  that  their  petition  to  the  Legislature  would 
encounter,  the  bankers  decided,  in  17S2,  to  buy  their 
lands  through  the  agency  of  native  trustees.  Having 
acquired  an  enormous  acreage  in  this  way,  the  Dutch 
then  petitioned  the  Legislature  to  give  legal  approval 
to  their  fait  accompli.    The  Legislature1 s  response 
dismayed  the  directors  of  the  land  company;  by  law, 
the  company* s  tenure  was  limited  to  a  seven-year  period, 
after  which  its  property  would  be  forfeited  to  the  state. 

The  Dutch  immediately  petitioned  the  Legislature 
for  more  liberal  treatment,  since  the  directors  of  the 
company  judged  that  it  would  be  impossible  for  it  to 
dispose  of  its  large  holdings  in  the  brief  period  of 
seven  years.    Philip  Schuyler,  the  President  of  the 
Western  Inland  Lock  Navigation  Company  and  a  member 
of  the  State  Senate  at  the  time,  saw  in  the  plight  of 
the  Dutch  an  opportunity  for  the  enterprise  over  whose 
fortunes  he  presided.    The  idea  of  a  Dutch  loan  had  a 
ring  of  familiarity  for  the  ex-General  of  the  Revolu- 
tion.   Dutch  wealth  had  aided  the  rebellious  colonists 
in  their  time  of  trouble;  would  it  not  do  the  same  for 
an  American  company  in  its  hour  of  difficulty?  With 


1.    Evans,  Paul  D. ,  The  Holland  Land  Company  (Buffalo. 
192k),  2-6;  NYS,  Laws,  PR  LV111,  IV  Seal. 
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Schuyler1 s  enthusiastic  cooperation,  the  Legislature 
granted  the  Dutch  their  request;  they  could  retain 
their  lands  for  a  considerably  longer  period  than  had 
been  originally  stipulated  provided  that  they  lent 
$250,000  to  the  canal  company  or  took  an  equivalent 
amount  of  its  stock. * 

Changing  circumstances  in  the  real  estate  market 
in  New  York  destroyed  the  effectiveness  of  this  attempt 
to  exert  pressure  on  the  Dutch  company  for  the  benefit 
of  the  canal  company.    1796  was  a  disastrous  year  for 
American  land  speculators,  particularly  in  New  York; 
prices  fell  sharply  and  those  who  were  caught  in  the 
downward  spiral  thrashed  about  in  search  of  some  way 
to  salvage  their  sinking  fortunes.    The  possibility 
that  foreign  capitalists  might  rescue  the  native  specu- 
lator occurred  to  more  than  one  land-poor,  overextended 
gambler  Jn  real  estate,  provided  that  the  foreigner 

was  assured  of  his  right  to  hold  land  in  New  York  State 

2 

indefinitely.      As  a  result  of  the  collapse  of  real 
estate  prices  in  1796,  the  Holland  Land  Company  soon 
learned  that  a  movement  in  favor  of  liberalizing  alien 
land  laws  had  developed  in  New  York,  backed  by  native 


1.  NYS.  Laws ,  Ch.  XXXVI,  20  Sess.;  Gerald  Walton  to 

Paul  busti,  Schuyler  Papers. 

2.  Evans,  The  Holland  Land  Company...,  208-10;  Villian 

Constable  to  John  lnglis,  23  March,  1798;  Williaa 
Constable  to  Patrick  Colquehoun,  3  June,  1798. 
Constable  Pps. 


13 


real  estate  operators,  and  that  it  might  now  well  achieve 
its  objectives  without  becoming  involved  financially 
with  the  canal  company.    The  Dutch  gave  this  movement 
their  full  support;  they  hired  Aaron  Purr  as  their 
"legislative  representative"  and  provided  him  with 
the  necessary  funds  to  supplement  his  considerably 
large  personal  powers  of  persuasion.^*    Meanwhile,  it 
became  clear  that  the  Legislature  regarded  the  col- 
lapse of  the  land  market  seriously.     It  accepted  the 
proposed  remedy--  liberalization  of  the  alien  land- 
holding  law        as  a  means  of  meeting  the  crisis,  and 
enacted  a  lqw  authorizing  alien  landholding  in  per- 
petuity under  certain  conditions.^    Schuyler,  realiting 
that  the  Dutch  were  about  to  elude  his  company's  grasp, 
made  a  last  desperate  attempt  to  wring  the  needed  funds 
from  the  land  company,  but  his  attempt  to  bring  pressure 
to  bear  on  the  Legislature  to  exclude  the  Dutch  fro« 
the  benefits  of  the  law  had  little  effect.^    In  the 
crisis,  real  estate  speculators,  foreign  and  domestic, 
remained  firmly  united,  and  this  unity  embraced  even 
those  speculators  who  had  also  subscribed  to  the  stock 
of  the  canal  company.    Originally,  Robert  Troup,  William 


1.  Evans,  The  Holland  Land  Company...,  212-213. 

2.  NYS.  Laws,  Ch.  LXXII,  21  Sess. 

3.  Philip  Schuyler  to  Gerald  Walton,  21  or  22  March, 

1798.     Schuyler  Ppa. 
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Constable,  Ezra  L'Hommedieu  and  others  had  subscribed 
to  the  canal  company's  stock  because  they  realised 
that  improved  transportation  would  increase  the  value 
of  their  lands;  when  they  were  forced  to  choose  be- 
tween the  security  of  their  real  estate  investments 
and  the  possibility  of  supplementing  the  income  of 
the  canal  company,  they  did  not  hesitate  to  Join  forces 

with  the  Dutch.     Understandably,  their  landed  invest- 

o 

rcents  came  first,  and  any  effect  that  their  decision 

might  have  on  the  affairs  of  the  canal  company  they 

1 

regarded  as  of  secondary  importance. 

The  canal  company's  failure  to  extract  financial 
support  from  the  Dutch  marked  its  last  vigorous  effort 
to  make  use  of  the  state  in  order  to  further  its  ob- 
jectives.    The  company  continued  to  operate  the  facili- 
ties that  it  had  already  completed  on  the  Mohawk  River, 
to  collect  its  tolls,  to  pay  dividends  when  it  could, 
and  to  incur  the  hostility  of  those  who  patronized  it. 
By  1808,  the  directors  of  the  company  abandoned  hope 


1.    William  Constable  to  Barent  Bleeker,  22  Peb.,  1797; 
Constable  Pps. ;  Robert  Troup  revealed  the  acti- 
vitles  of  the  "real  estate  lobby"  in  1802  to 
Rufus  King  when  a  further  extension  of  the  rights 
of  alien  land  holders  was  sought.    Troup  wrote: 
"When  I  was  last  in  Albany,  Mr.  Ogden  in  behalf 
of  the  Holland  Land  Company,  and  I,  in  behalf 
of  Sir  William  /Pultenej7  *ud  Mr.  UHommedieu, 
in  behalf  of  himself,  set  foot  an  act  which 
passed  our  legislature...."  Troup  to  King,  9 
April,  1802.    Rufus  King  Pps. 
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of  ever  extending  their  improvements  west  of  Lake  Oneida 

to  Lake  Ontario  and  the  company  surrendered  its  legal 
1 

rights  to  do  so. 

The  company1 s  renunciation  of  its  rights,  which 
it  had  held  for  sixteen  years,  passed  unnoticed,  however. 
For  some  time,  the  city  of  Washington  rather  than  Albany 
had  become  the  important  source  of  news  regarding  the 
general  question  of  internal  improvements.     In  1806, 
President  Jefferson  had  declared  himself  in  favor  of 
using  the  accumulating  surplus  revenues  of  the  national 
government  for  the  purpose  of  providing  the  country 
with  an  improved  network  of  roads  and  canals,  provided 
appropriate  Constitutional  changes  were  made  author- 
izing the  national  government  to  assume  such  duties.^ 
During  the  following  year,  numerous  petitions  poured 
into  Washington  urging  national  aid  for  specific  proj- 
ects and  indicating  not  only  that  the  President  had 
correctly  assessed  the  country's  need  for  improved 
transportation  facilities,  but  also  that  his  proposal 
to  use  the  surplus  revenues  for  such  a  purpose  had 
considerable  popular  approval.^    The  Senate  of  the 


1.  NYS.  Laws,  Ch.  CCJJtll,  31  Seat. 

2.  James  D.  Richardson,  ed.,  A  Compilation  of  the 

Messages  and  Papers  of  the  Presidents,  I  wash.. 

159577  i.  TPT,  iuy.  

3.  Carter  Goodrich,  "National  Planning  of  Internal 

Improvements,"  Pol. Sci. Quarterly,  LXIII,  No.l. 
26-28.   * 
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United  States  responded  to  this  manifestation  of  pub- 
lic opinion,  and  after  a  brief  debate  on  the  general 
question  of  internal  improvements  in  March,  1807,  re- 
solved to  assign  to  the  Secretary  of  the  Treasury  the 
task  of  recommending  how,  where  and  to  what  extent  the 
national  government  might  participate  in  a  program  of 
providing  the  country  with  roads  and  canals.     The  Reso- 
lution directed  the  Secretary  to  present  "a  plan  for 
the  application  of  such  means  as  are  within  the  powers 
of  Congress  to  the  purpose  of  opening  roads  and  making 
canals  together  with  a  statement  of  the  undertakings 
of  that  nature,  which,  as  objects  of  public  improve- 
ment, may  require  and  deserve  the  aid  of  government .... ■ 

New  Yorkers  did  not  doubt  that  a  canal  between 
the  Hudson  and  the  Great  Lakes,  which  would  provide 
transportation  facilities  penetrating  deeply  into  the 
heart  of  the  continent,  deserved  the  aid  of  the  govern- 
ment.    Prom  the  national  point  of  view,  the  primacy 
of  the  claim  of  such  a  canal  on  the  resources  of  the 
national  government  seemed  incontestable.  President 
Jefferson's  elaboration  of  hie  declaration  of  1806  re- 
enforced  the  belief  that  was  growing  in  New  York  that 
the  national  government  was  on  the  verge  of  shaping  a 


1.    U.  S.  Cong.,  Annals  of  Congress  of  the  United  States, 
(Wash.,  1852),  9  Cong.,  2  Sess.,  90.  "  "~ 


to 

policy  in  connection  with  internal  improvements  based 
on  the  national  treasury's  mounting  surplus  revenue. 
Referring  to  this  surplus,  Jefferson  asked  in  1808, 
"Shall  it  lie  unproductive  in  the  public  vaults.... 
Shall  the  revenue  be  reduced?    Or  shall  it  not  be  ap- 
propriated to  the  improvement  of  roads,  canals,  rivers, 
education  and  other  foundations  of  prosperity  and  union...?" 

The  Legislature  of  New  York  responded  to  the 
President's  statements  as  to  a  call  for  action.  In 
February,  1808,  it  appointed  a  committee  and  instructed 
it  to  initiate  a  survey  of  the  "most  eligible  route 
for  a  canal  between  the  Hudson  River  and  Lake  Erie...." 
Legislators  declared  that  they  had  reached  this  de- 
cision in  order  to  accommodate  the  national  government, 
so  that  Congress  could  "appropriate  such  sums  as  may 
be  necessary  to  the  accomplishment  of  that  great  nation- 
al object."    Simeon  DeWitt,  the  Surveryor-General  of 
the  state,  who  took  charge  of  the  survey,  explained  it 
in  the  same  way.     "The  step  which  the  state  has  taken," 
DeWitt  declared,  "was  in  consequence  of  suggestions 
that  the  General  Government  contemplated  the  execution 
of  such  a  work." 


1.  Laws  of  the  State  of  New  York  in  Relation  to  the 

Erie  and  Champlaln  Canals,  I ,  7-0,  iu» 

2.  Simeon  DeWitt  to  Joseph  Ellicott,  13  June,  1808. 

In  Prank  H.  Severance,  ed.,  The  Holland  Land 
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1910 J.  k.  


18 


When  the  Secretary  of  the  Treasury's  Report  on 
Roads  and  Canals  appeared  on  the  Lj-th  of  April,  1808,  a 
federal  program  of  roads  and  canals  seemed  Imminent, 
The  Report  was  a  comprehensive  survey  of  transportation 
facilities  that  were  needed  in  the  country,  of  some 
that  had  been  completed  and  some  that  had  been  begun 
but  had  ended  in  failure.     In  the  Report,  the  Secre- 
tary appraised  the  capacity  of  private  corporations 
to  assume  the  burden  of  financing  and  constructing 
roads  and  canals.    On  the  basis  of  the  national  sur- 
vey that  he  had  conducted,  Secretary  Gallatin  concluded 
that  the  resources  of  private  enterprise  were  inadequate 
to  finance  the  transportation  needs  of  the  country. 
The  country  was  far  too  large,  its  population  much  too 
small,  and  its  capital  entirely  too  limited  for  it  to 
depend  on  the  efforts  of  private  corporations  to  pro- 
vide it  with  the  necessary  arteries  of  transportation 
and  communication  that  a  growing  nation  required.  Of 
interest  to  New  Yorkers  was  the  fact  that  Secretary 
Gallatin  classified  the  future  Erie  and  Champlain  Can- 
als among  those  of  "national  and  first-rate  importance" 
and  he  strongly  advised  the  government  to  help  finance 
projects  of  this  kind.* 


1.    American  State  Papers,  Class  X,  Misc.  (Wash.,  18314.), 

n  741. 
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Gallatin's  Report  crushed  any  further  attempt 
to  build  canals  between  the  Hudson  River  and  the  Lakes 
by  means  of  private  enterprise.     The  Report  appeared 
only  a  few  days  after  the  Surveyor-Gereral  was  author- 
ized to  survey  the  canal  route  in  anticipation  of 
national  aid,  and,  Just  a  week  later,  the  Western  In- 
land Lock  Navigation  Company  surrendered  its  right 
to  extend  its  ODerations  west  of  Lake  Oneida, 

In  1810,  a  new  Canal  Commission,  appointed  by 
the  Legislature  of  the  State  of  New  York,  emphatically 
declared  that  by  the  tests  of  efficiency,  economy  and 
financial  capacity,  private  enterprise  was  incapable 
of  building  the  Erie  and  Champlain  canals.*  "Too 


1.     The  Commissioners  who  took  this  position  were,  for 

the  most  part,  politically  conservative.    Pour  were 
Federalists,  three  Clintonians,  and  the  only  one 
with  Tammany  affiliations--  Peter  B.  Porter—  turned 
Whig  later  in  life.    Gouverneur  Morris,  Federalist 
of  considerable  wealth,  headed  the  commission.  The 
others  were  Stephen  Van  Rensselaer,  the  great  land- 
lord and  eiehth  patroon;  William  North,  heir  to  part 
of  the  Von  Steuben  estate;  Thomas  Bddy,  successful 
businessman  and  insurance  broker;  Peter  B.  Porter, 
businessman  and  speculator  of  western  New  York. 
Simeon  DeWitt,  the  Surveyor-General,  and  DeVitt 
Clinton  had  both  speculated  in  lands,  but  Clinton 
undoubtedly  derived  his  chief  satisfactions  froa 
public  affairs.     Jared  Sparks,  The  Life  of  Gouverneur 
Morris ,  I,  283;  Daniel  D.  Barnard,  A  Discourse  on 
.    the  Life  and  Character  of  Stephen  Van  Kennseiaer 
Ulbany,  16J9J,  6-7,  17-18,  2^-26;  Charles  H.  Hobln- 
son,  "The  Life  of  Judge  Augustus  Porter,"  Buff .Hist, 
Soc.Pubs. ,  VII,  214^-6;  David  M.  Ellis,  Landlords  and" 
Farmers  In  the  Hudson-Mohawk  Region,  l/^U-lBblT. 
I  Ithaca,  lVl+sJ*  bU->i;  Samuel  L.  &napp,  TheTTTe 
of  Thomas  Eddy  (N.Y.,  I83I4.),  l4.8-i;9,  5U-bV;  Hosack, 
Memoir...,  4V-50;  NY. CI. Laws ,  I,  4©. 


20 


great  a  national  interest  is  at  stake maintained  the 
Commissioners;  the  canals  "must  not  become  the  subject 
of  a  Job  or  a  fund  for  speculation."    Moreover,  they 
agreed,  that  the  United  States  was  a  capital-short 
country:     "Few  of  our  fellow  citizens  have  more  money 
than  they  want,  and  of  the  many  who  want,  few  find 
facility  in  obtaining  it."    Only  the  "public",  the 
Commissioners  declared,  that  is,  the  State  or  the 
Nation,  could  "readily,  at  a  fair  rate  of  interest, 
command  any  reasonable  sum."    Finally, for  purposes  of 
more  efficient  administration,  the  Commissioners  also 
indicated  their  preference  for  public,  rather  than  for 
private,  management:     "Large  expenditures,*  they  con- 
eluded,  "can  be  made  more  economically  under  public 
authority  than  by  the  care  and  vigilance  of  any  company. 

This  vigorous  rejection  of  private  enterprise  as 
a  means  of  building  canals  in  New  York,  following  Gal- 
latin's  Report  ,  was  a  measure  of  the  unquestioning 
confidence  of  many  officials  in  the  state  government 
that  the  national  government  was  about  to  assume  res- 
ponsibility for  the  construction  of  the  projects,  Ai 
time  went  on,  and  the  bold  phrases  of  Gallatin's  Report 
were  not  translated  into  action,  public  officials  found 


1.    "Report  of  the  Commissioners  Appointed  by... the 

Senate  and  Assembly  of  the  State  of  New  York...*, 
NY  CI. Laws,  I,  68. 
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time  to  consider  the  implications  of  joint  activity 
with  the  federal  government  in  the  field  of  internal 
improvements.    The  delay  on  the  part  of  the  national 
government  clearly  meant  that  the  state  had  to  assume 
a  greater  share  of  the  initiative  in  the  matter;  more- 
over, in  any  joint  enterprise  involving  the  state  and 
the  nation,  it  was  mandatory  that  the  state  retain  the 
Upper  hand.*    Congressman  Peter  B.  Porter  of  Buffalo 
expressed  this  belief  in  an  address  in  1810,  when  he 
urged  the  great  economic  need  felt  in  western  New  York 
for  improved  arteries  of  transportation  in  order  to 
furnish  farmers  with  an  outlet  for  their  surplus  agri- 
cultural produce  in  eastern  markets.    As  a  member  of 
a  forwarding  firm  that  monopolized  trading  privileges 
across  the  Niagara  portage,  as  an  investor  in  turn- 
pikes, a  businessman  on  the  "western  frontier",  and 
a  vigorous  advocate  of  internal  Improvements,  Porter 
rejected  "individual  enterprise"  as  ineffective  and 
inadequate  where  large-scale  internal  improvements 
were  needed,  and  urged  that  the  state  and  the  nation 
merge  their  resources  in  a  common  effort  in  which  the 
state  would  assume  the  dominant  role.    "The  Government 


1.    The  Commissioners  wanted  support  from  the  federal 

government  and  distrusted  it  at  the  same  time.  They 
looked  for  "prudent  munificence"  in  Washington,  but 
were  careful  to  specify  that  it  "must  be  the  result 
of  a  treaty"  between  the  state  and  the  nation.  "Re- 
port of  the  Commissioners. ..1811,"  NY  CI. Laws,  I,  72. 


of  Now  York,"  said  Porter,  "hare  long  seen  the  advan- 
tages of  such  a  navigation,  and  they  have  been  for 
several  years  desirous  of  making  this  canal. . . .They 
only  wait  in  the  expectation  that  the  General  Govern- 
ment will  aid  them  in  this  work..."1 

In  April,  1811,  the  Legislature  authorized  the 
Canal  Commissioners  to  apply  to  Congress  for  aid,  and 
two  of  them,  DeWitt  Clinton  *nd  Gouverneur  Morris,  were 
selected  to  make  the  trip  to  Washington  for  the  purpose. 
Plans  were  carefully  made  in  advance  to  avoid  any  last 
minute  difficulties  that  might  jeopardize  the  success 
of  the  mission.     Congressman  Porter  consulted  with 
Secretary  Gallatin  and  President  Madison  to  determine 
the  best  time  for  placing  the  matter  before  Congress.^ 
In  order  to  avoid  arousing  any  sectional  hostility  to 
the  projects,  the  two  Commissioners,  together  with  a 
newly-appointed  Canal  Commissioner,  Chancellor  Robert 
R.  Livingston,  took  considerable  care  in  drafting  the 
petition  for  aid    to  emphasize  the  distinctly  national 


1.  William  A. Bird,  "New  York  State,  Early  Transportation," 

Buff  .Hist.  Soc.  Pubs  . ,  II,  21-2Jj.;  Porter  to  Clinton, 
11  July,  iou^,  if  Dec. ,  1803.  DWC  Pps.;  U.S.  Cong., 
Debates.,  11  Cong.,  2  Sess.,  I3V0-II4.OO.  Clinton 
maintained  that  both  Gallatin's  Report  and  Porter's 
speech  "had  awakened. .. the  public  attention  and 
excited  public  solicitude. .. . "  regarding  the  ques- 
tion of  the  canal.    William  W.  Campbell,  ed. ,  The 
Writings  of  DeWitt  Clinton  (N.Y.,  I8I4.9),  27.  "~ 

2.  NYS.  Laws,  Ch.  CLXXXVIII,  3k  Sess.;  "Report  of  the 

Commissioners... April  8,  1811,"  NY  CI. Laws,  I,  71. 

3.  Porter  to  Clinton,  Ik  Nov.,  1811.  DWC  Pps.  "Copy 

of  a  Letter  to  the  President  of  the  United  States,"  . 
NY  CI. Laws,  I,  90-1. 
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advantages  expected  to  result  from  construction  of  the 

New  York  canals.1    Many  of  the  Ideas  that  Gallatin's 

Report  contained,  Justifying  national  aid  to  internal 

improvements,  were  included  in  the  Commissioners 1 

petition,  partly  because  of  the  similarity  of  purpose 

of  both  documents,  and  partly,  no  doubt,  because  with 

Gallatin  in  the  Treasury,  this  seemed  like  the  politic 
p 

thing  to  do. 


1.  Robert  R.  Livingston  to  Clinton,  k  Sept.,  1811J 

Gouvemeur  Morris  to  Clinton,  k  Sept.,  1811  f  2 
July,  1811,  2  Oct.,  1811;  Doct.  entitled  "Gouverneur 
Morris,  Canal",  k  Sept.,  1811.  DWC  Pps.     The  com- 
bined talents  of  Clinton,  Morris  and  Livingston 
produced  a  watered-down  and  uninspired  message, 
which  becomes  particularly  evident  when  the  last 
draft  is  compared  with  its  predecessors. 

2.  Both  the  Report  and  the  petition  held  that  internal 

improvements  would  strengthen  the  Union;  both  stressed 
the  beneficial  effects  on  the  value  or  rate  of  sale 
of  public  lands;  and  both--  more  comprehensively  in 
the  cast  of  the  Report  than  in  that  of  the  petition- 
accepted  without  question  economic  planning  on  the 
national  or  state  level  respectively.     The  Report 
asserted  that  the  "system"  it  advocated  would  1 racil- 
itate  commercial  and  personal  intercourse. . .tend  to 
strengthen  and  consolidate  the  Union,  and  unite  by 
a  still  more  intimate  community  of  interests,  the 
most  remote  quarters  of  the  United  States."    The  pe- 
tition stated  that  the  projects  of  the  State  would 
"facilitate  a  free  and  general  intercourse  between 
different  parts  of  the  United  States .. ./and/  tend  to 
...consolidate  and  strengthen  the  Union!"  ""With  res- 
pect to  economic  planning,  the  Secretary  foresaw  that 
the" system"  would  "increase  the  national  wealth  in 
every  way;"  the  Commissioners  maintained  that  their 
projects  would  "encourage  agriculture,  promote  com- 
merce and  manufactures..."    The  Report  singled  out 
the  Hudson-Erie  Canal  as  likely  to  increase  the 
value  of  public  lands;  the  Commissioners  expected 
it  "to  promote  the  speedy  sale.. .and  the  payment..." 
for  "many  millions  of  acres."  American  State  Papers, 
Class  X,  Misc.,  I,  725,  71+0-14-1;  U.S.  Cong.,  DebatesT 
12  Cong.,  1  Sess.,  II,  2166-67;  Goodrich, "NaTIonil — 
Planning...",  16-U4. 
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Responding  to  the  petition  of  the  New  Yorkers, 
President  Madison  affirmed  his  belief  in  the  utility 
of  canal  navigation  and  contended  the  State  of  Hew 
York  for  "its  honorable  spirit  of  enterprise."  The 
president  had  first-hand  acquaintance  with  the  local 
need  for  canal  transportation  in  New  York  derived 
from  his  personal  experience  as  a  land  speculator  in 
the  Mohawk  Valley  at  an  earlier  period.*    His  message 
to  Congress  on  the  subject  revealed  his  appreciation 
of  the  similarity  of  ideas  contained  in  the  application 
of  the  New  Yorkers  and  in  Gallatin^  Report,  for  he  de- 
clared that  the  application  would  "recall"  Congress* 
"attention  ...to  the  signal  advantage  to  be  derived 
from  a  general  system  of  internal  communication  and 
conveyance." 

President  Madison's  recommendation  to  Congress 
that  it  consider  "whatever  steps  may  be  proper"  to  Im- 
plement a  "general  system  of  internal  communication" 
re-enforced  an  opinion  that  had  been  impressed  on 
Clinton  and  Morris  from  the  day  of  their  arrival  in 
Washington:     that  their  objectives  could  only  be  achieved 
within  the  framework  of  a  national  plan.    Members  of 


1.  Irving  Brant,  James  Madison:  The  Nationalist,  1780- 

1787  (N.Y.,  191+8 j,  339-341.  

2.  Richardson,  ed. ,  Messages...,  If  497. 
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Congress  had  Informed  them  that  their  application  "would 
not  be  separately  attended  to"  and  that  "unless  some- 
thing was  done  for  many  of  the  states,  the  consent  of 
the  majority  of  the  House  of  Representatives  could  not 
be  obtained."1    Gallatin  also  warned  the  two  emissaries 
from  New  York  that  the  condition  of  the  public  finances 
precluded  a  grant  of  "pecuniary  aid"  at  the  time.  In 
the  light  of  this  information,  the  two  New  Yorkers  set 
to  work  to  frame  a  bill  that  would  be  national  in  scope 
and  would  embrace" the  principal  objects  contained  in 
the  Secretary1 s  Report  of  1808"—  which,  it  will  be 
remembered,  included  aid  for  the  Erie  and  Champlain 
Canals.     Since  the  Secretary  had  eliminated  all  hope 
of  "pecuniary  aid,"  Clinton  and  Morris  based  their 
plan  for  national  aid  on  land  instead.    Their  plan 
provided  for  grants  of  land  by  the  national  govern- 
ment to  such  states  that  completed  specific  projects 
of  internal  improvements.    Under  the  terms  of  the  bill 
that  the  Commissioners  proposed,  Few  York  State  would 
be  entitled  to  a  grant  of     14.00,000  acres  of  lands  in 

the  Indiana  territory  when  the  Erie  and  Champlain  canals 
2 

were  completed. 


1.  "Report  of  the  Commissioners  appointed  to  attend 

at  the  seat  of  the  General  Government,"  NY  Cl. 
Laws,  I,  93» 

2.  Ibid. ,  I,  93;  "Proposed  bill  to  be  passed  by  Cong* 

ress,"  Ibid,,  I,  95-100. 
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Progress  on  the  bill,  however,  once  introduced 
into  Congress,  was  halted  in  committee,  blocked  by  argu- 
ments of  Congressmen  that  grants  in  "land  or  money" 
were  impossible  at  this  time  because  of  the  threaten- 
ing war  with  Great  Britain  and  because  of  the  unfavor- 
able condition  of  the  public  finances.*    Clinton  and 
Morris  disputed  the  committee's  conclusions;  they  in- 
dicated that  their  bill  contained  no  provisions  for 
drawing  on  the  resources  of  the  Treasury,  and  there- 
fore could  not  affect  the  government's  capacity  to 
pay  the  costs  of  war,  or  to  borrow  for  such  purposes 
should  war  come.     Nor  could  the  New  Yorkers  see  how 
grants  of  land  would  affect  the  nation's  ability  to 
pay  and  equip  its  armed  forces  or  limit  its  credit* 
It  seemed  evident  to  the  Commissioners  that  the 
explanation  for  the  rejection  of  their  bill  was  not 
to  be  found  in  the  Committee's  Report.^ 

The  Commissioners  believed  that  the  bill1*  de- 
feat could,  in  part,  be  accounted  for  by  the  fact  that 
it  was  Introduced  in  the  Rouse  of  Representatives  too 
soon  after  the  struggle  for  renewing  the  charter  of 
the  First  National  Bank  had  been  lost.    There  were 


1.  Ibid.,  I,  91-2.    Gallatin  indicated  to  the  Con- 

gressional Committee  his  approval  of  national 
aid  inthe  form  of  a  land  grant.    The  bill  offered 
by  the  New  Yorkers  was  not  specifically  mentioned 
in  the  committee's  final  resolution;  actually, 
the  resolution  was  taken  on  the  "Memorial  of  the 
Commissioners  of  New  York  State  and  others ,n  U.S. 
Cong.,  Debates,  12  Cong.,  1  Sess.,  I,  1078-79. 

2.  "Report  of  the  Commissioners. • .to. • .the  General 

Government,"  NY  CI. Laws,  I,  93-14.. 


many  factors  of  local  economic  importance  that  had 
shaped  the  arguments  for  and  against  renewing  the 
charter  of  the  Bank,  but  no  matter  how  basic  these 
were,  the  impression  was  created  that  the  overriding 
question  in  connection  with  the  Bank  was  its  consti- 
tutionality.1   When  the  Bank  was  denied  a  new  charter 
by  Congress,  the  task  of  obtaining  aid  for  the  canals 
was  made  immeasurably  more  difficult  because,  as  in 
the  case  of  the  Bank,  there  was  no  constitutional  auth- 
orization for  the  federal  government  to  undertake  or 
finance  the  construction  of  roads  and  canals.  The 
Commissioners  believed  that  congressmen  who  had  ob- 
served how  effectively  the  issue  of  constitutionality 
had  been  used  against  the  bank,  found  it  convenient 
to  press  the  same  argument  in  opposition  to  aid  to 
the  canals*    Some,  no  doubt,  did  so  out  of  sincere 
conviction  that  such  aid  was  unconstitutional,  and, 
if  necessary,  they  could  have  cited  Jefferson's  pro- 
viso that  a  Constitutional  amendment  would  be  required 
to  empower  the  national  government  to  build,  or  aid  in 
building,  roads  and  canals.    Others,  unquestionably, 


1.    Bray  Hammond,  Banking  and  Politics  in  America 

(Princeton,  lvyn,  2u9-^b;  John  T.  Holdsworth 
and  Davis  R.  Dewey,  The  First  and  Second  National 
Banks  of  the  United  states,  i  wash. ,  1^10),  ^ti. 
^eter  B.  Porter  touched  on  the  major  constitution- 
al issues  Involved  in  his  address  to  t  House. 
U.S.  Cong.,  Debates,  11  Cong.,  3  Sess.,  o27-628. 
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sounded  the  alarm  of  unconstitutionality,  only  because 
they  were  motivated  by  a  highly  developed  sense  of 
state  rivalry  and  feared  that  progress  in  New  York 
would  be  achieved  at  the  expense  of  neighboring  states. 

The  Commissioners  were  especially  bitter  about 
opposition  of  the  latter  kind,  which  they  believed  re- 
sulted from  envy  of  New  York  State's  great  resources 
and  large  population.     "State  jealousy,"  the  Commission- 
ers maintained,  operating  "with  baleful  effect,  though 
seldom  and  cautiously  expressed,"  accounted  partly  for 
the  failure  to  win  the  support  of  the  national  govern- 
ment.    Clinton  and  Morris  complained  that  representatives 
from  other  states  did  not  accept  their  assertion  that 
the  projects  "would  promote  the  prosperity  of  the  whole 
union,"  as  an  unprejudiced  prognostication;  instead, 
the  opposition  "sedulously  inculcated"  the  notion  that 
its  greatest  benefits  would  accrue  to  the  State  of  New 
York.1    The  implication  that  the  Commissioners  had  mis- 
represented their  real  opinions  regarding  the  ultimate 
chief  beneficiary  of  the  canals  added  insult  to  injury. 
Their  mission  had  failed,  and  their  integrity  had  been 
questioned;  clearly  there  was  little  that  the  State 
could  expect  from  the  national  government. 

The  only  course  left  for  the  state  to  take  was 


1.     "Report  of  the  Commissioners.,."  NY  CI .Laws,  I,  92; 

Clinton  to  /3oseph7  Hemphill,  13  Hay,  1822.  DWC  Pps. 
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that  of  independent  action;  this  the  entire  Board  of 

Commiss loners  recommended.    They  declared  that  the 

canals  should  be  "made"  by  the  state  "and  for  her  ac- 

1 

count  as  soon  as  the  circumstances  permit.  They 
switched  their  arguments  and,  in  their  restricted  ap- 
peal to  citizens  of  their  own  state,  threw  discretion 
to  the  winds  by  boldly  asserting  what  some  Congressmen 
had  suspected--  that  they  believed  the  state  would  reap 
the  lion's  share  of  the  benefits  that  the  canals  would 
produce.     The  Commissioners  pointed  out  to  the  Legis- 
lature the  urgency  and  wisdom  of  immediate  action. 
Likening  the  state  to  an  individual  who  failed  to  make 
the  fullest  use  of  his  resources,  they  asked  the  legis- 
lators to  consider  "what  should  we  think  of  his  under- 
standing, did  he  hesitate  to  double  the  value  of  his 
property  and  increase  his  revenue  five-fold  without 
labor  and  without  expense...."      Suppose  this  individual 
"to  be  an  infant,"  they  continued,  "would  his  guardians 
do  their  duty  should  they  let  slip  the  opportunity  to 
promote  the  lntereft  of  their  ward?"    The  Legislature, 
the  Commissioners  concluded,  "is  the  guardian  of  the 


1.  "Report  of  the  Commissioners..."  NY  CI. Laws,  I,  72. 

2.  Ibid.,  I,  86.    The  quotation  continues,  "Yet  such 

is  the  present  case,  unless  it  can  be  called  an 
expense  to  run  in  debt  for  an  object  which  will 
pay  both  principal  and  interest  before  the  debt 
falls  due." 
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State. .." 

Three  months  after  the  Commissioners1  exhorta- 
tion reached  the  Legislature,  the  nation  was  plunged 
into  the  "second  war  for  Independence .r    In  this  con- 
flict, the  State  of  New  York,  from  the  Niagara  River 
to  the  border  of  Vermont,  formed  the  front  line  of 
offense  or  defense,  as  the  fortunes  of  war  determined. 
This  meant  that  while  the  conflict  lasted,  plans 
for  internal  improvements  in  the  state  would  remain 
in  abeyance. 


1.  Ibid. 
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CHAPTER  II. 

Public  Hr.ternrise  er.d  the  National  loverment . 

Scarcely  had  the  Ink  dried  on  the  Treaty  of 
Ghent  following  the  close  of  the  War  of  1812,  when 
agitation  for  the  canai  was  resumed.     New  arguments 
were  added  to  old,  and  won  the  overwhelming  approval 
of  thousands  of  people  who  signed  DeWitt  Clinton^ 
Memorial  to  the  Legislature  setting  forth  the  urgent 
reasons  for  state  construction  of  the  Erie  and  Cham- 
plain  Canals.     According  to  the  Memorial,  the  con- 
struction of  the  canals  would  reduce  the  costs  of 
transportation,  communication  and  travel;  they  would 
provide  newly-settled  areas  in  western  New  York  with 
access  to  markets;  they  would  stimulate  commercial 
activity  and  increase  the  value  of  public  lands  as 
well  as  speed  their  settlement.     Specifically,  the 
construction  of  the  western  canal  was  expected  to 
strengthen  economic  ties  between  the  east  and  west, 
prevent  national  disintegration,  and  destroy  forever 
the  commercial  ties  that  were  growing  up  between  farm- 
ers of  central  and  western  New  York  with  merchants 
in  Montreal  on  the  basis  of  the  Lake  Ontario-St.  Law- 
rence water  route.     Finally,  the  canals  would  make 
New  York  City  "the  great  depot  and  warehouse  of  the 
western  world,"  an  objective  only  second  in  importance 


to  the  expectation  that  they  would  bring  "unparalleled 
prosperity"  to  the  state  as  a  whole. * 

Wartime  experiences  gave  birth  to  a  new  set  of 
arguments  in  favor  of  canals.     The  complicated  and 
difficult  problem  of  sending  supplies  to  Perry's  base 
on  Lake  Erie  over  poor  roads  during  the  War  of  1812 
convinced  many  people  that  transportation  facilities 
were  an  important  component  of  national  security. 
Partly  for  this  reason,  Governor  Tomkins  of  New  York 
recommended  to  the  Legislature  in  1816  that  the  roads 
between  the  Hudson  River  and  Lake  Erie  be  improved. 
In  Congress,  James  Tallmadge  of  New  York,  in  urging 
the  importance  of  improved  roads  and  canals,  called 
attention  to  the  fact  that  the  cost  of  shipping  a  can- 
non from  Washington  to  Lake  Erie  during  the  war  had 
exceeded  the  manufacturing  costs  of  the  artillery 
piece  by  four  or  five  times.     Canal  "enthusiasts" 
not  only  made  the  mo3t  of  such  arguments,  but  also 
linked  them  with  others,  which,  arising  after  the 
war,  were  based  on  the  assumption  that  the  prevailing 
transportation  facilities  were  inadequate  even  for 


1.     "Memorial  of  the  Citizens  of  New  York  in  favor  of 
a  Canal  Navigation  between  the  Great  Western 
Lakes  and  the  Tidewater  of  the  Hudson,"  NY  CI. 
Laws,  I,  123,  126-7,  138-lq.O;  "Report  ofTEe — 
"Commissioners,  March  8,  1816,  "  Ibid.,  I,  116-7; 
"Report  of  the  Joint  Committee  or  uanals  on  the 
Report  of  the  Commissioners,  March  18,  1817," 
Ibid. ,  I,  51,  Sk,  63-U;  "Report  of  the  Commission- 
ers under  the  Act  of  1812,"  Ibid.,  I,  75-80,  8-9; 
NYS.  Laws,  CLXXXVIII,  3k  SeaTl  
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purposes  of  normal  peacetime  usage. 

For  sometime  after  the  war,  the  overseas  sarket 
for  agricultural  produce  was  highly  erratic  and  unde- 
pendable  ,  although  immediately  after  1315  it  exper- 
ienced a  brief  period  of  prosperity.     For  manufactures, 

the  end  of  the  war  meant  merciless  exposure  to  British 

2 

competition.      Under  such  circumstances,  the  idea  of 
a  self-contained  economy,  built  around  the  concept  of 
the  "home  market"  found  an  increasing  number  of  sup- 
porters.   Here  was  an  easy  solution  to  the  prevailing 
economic  problems  that  the  "common  man"  could  quickly 


1.  Alex  S.  Mackensie,  The  Life  of  Commodore  Oliver 

Hazard  Perry  ( N.Y.,  18UJJ,  I ,  JU^-J;  Lincoln,  ed. , 
Messages . . . ,  8?3-l+;  Calvin  Colton,  ed.,  Works  of 
henry  CiayT  I»  U6I4.. 

I nomas  Hart  Benton  estimated  that  $60,000,000 
had  been  spent  for  transportation  during  the  war 
"over  roads  so  abominable  as  to  make  cannon  balls 
cost  a  dollar  a  pound."  U.S.  Cong.,  Debates,  18 
Cong.,  2  Sess.,  I,  676;  Ibid. ,  19  Cong. ,  1  Sess. , 
II,  pt.l,  1512;  B.  H.  Meyer,  ed.,  History  of  Yrans- 
portation  in  the  United  States  before  lObU.  ay 
Caroline  Gill  k  Collaborators  I'W),  137n. , 

137-9,  90-3. 

Charles  G.  Haines,  a  canal  "enthusiast"  and  a 
loyal  Clintonian  in  politics  included  Tallmadge1 s 
remarks  in  a  book  that  he  published  for  the  pur- 
pose of  spreading  the  gospel  of  canal  transportation 
in  New  York.     See  Haines,  Considerations  on  the 
Western  Canal  from  the  Hudson  to  Lake  trie  I Brook- 
lyn, 1618),  18-19.  

2.  Percy  W.Bidwell  and  John  I.  Falconer,  History  of 

Agriculture  in  the  Northern  United  States,  1620- 
186U.  (Washington,  W2b>),  19b;  David  M.  Kills, — 
Landlords  and  Farmers...,  V,  3U9-51;  Victor  S. 
ClarK,  History  or  ttanuractures  in  the  United 
States  IN.X.,  1929J,  1,  2U-i>.  
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grasp;  it  presented  the  attractive  prospect  of  progressi 
economic  development  divorced  from  the  uncertainties  of 
foreign  markets.     It  was  doubly  satisfying  because  of 
its  characteristics  of  national  exclusiveness  and  self- 
reliance,  for  pride  in  the  nation  and  consciousness  of 
nationality  had  been  intensified  by  the  outcome  of  the 
War  of  1813. 

"The  home  market  for  the  productions  of  the  earth 

and  manufactures,"  declared  Matthew  Carey,  "is  of  more 

importance  than  all  foreign  ones...."*    Carey  envisioned 

an  integrated  national  economy,  isolated  from  the  rest 

of  the  world  by  a  protecting  tariff  wall  within  which 

the  products  of  farm  and  factory  would  be  exchanged. 

To  facilitate  the  exchange  of  products,  improved  means 

of  transportation  would  be  required.    DeWitt  Clinton 

summed  up  the  current  concept  of  the  self-sufficient 

home  market  and  related  it  to  the  need  for  canals  in 

New  York  State  in  a  single  paragraph  of  his  Memorial. 

He  pointed  out  that 

the  improvement  of  the  means  of  in- 
tercourse between  the  different  parts 
of  the  country  has  always  been  con- 
sidered the  first  duty  and  noblest 
employment  of  government.     If  it  is 
important  that  the  inhabitants  of 
the  same  country  shall  be  bound  to- 
gether by  a  community  of  interests 
and  a  reciprocation  of  benefits; 
that  agriculture  should  find  a 


1.    Matthew  Carey,  Essays  on  Political  Economy  (Phils., 
1822),  26.  * 


sale  for  its  productions;  manu- 
factures a  vent  for  their  fabrics; 
and  commerce  a  market  for  its  com- 
modities, it  is  /the  Legislature's/ 
incumbent  duty  to  open  facilities" 
and  improve  internal  navigation.1 

Sentiment  in  favor  of  public  over  private  works 
carried  over  to,  and  was  even  increased  in,  the  post- 
war period.     Early  adherents  of  the  Western  Inland 
Lock  Navigation  Company,  for  example,  had  long  since 
abandoned  hope  for  the  private  corporation;  Thomas 
Eddy,  for  many  years  the  treasurer  and  a  director  of 
the  Company,  was  completely  converted  to  the  cause 
of  public  enterprise  and  eventually  served  the  State's 
Canal  Board  as  its  Secretary  and  Treasurer.^    By  1816, 
Robert  Troup,  also  an  early  and  substantial  stockholder 
in  the  private  company,  declared  not  only  his  loss  of 
faith  in  the  venture,  but  in  the  capacity  of  any  pri- 
vate company  to  do  the  Job  at  which  the  Lock  Navigation 
Company  had  failed.     "Dependence"on  such  companies,  , 
Troup  warned,  would  result  in  "future  loss"  and  would 
prove  that  "we  have  depended  upon  a  broken  reed." 
Troup  declared  that  the  directors  and  the  stockholders 
of  the  company  had  become  "ardently  attached  to  the 
success  of  the  Erie  Canal"  and  pointed  out  that  they 

1.  "Memorial  of  the  Citizens  of  New  York...",  NY  CI. 

Laws,  I,  123.   

2.  Knapp,  The  Life  of  Thomas  Eddy...,  55;  Cajnpbell, 

The  Life  and  Writings  of  DeWltt  Clinton,  29. 
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looked  forward  "to  transfer  their  right  of  operation 
and  their  property  to  the  state  "for  a  reasonable 
price.*."1 

Offhand,  it  would  seem  that  the  directors  and 
the  stockholders  were  primarily  interested  in  "price;" 
possibly  some  were.     But  it  is  more  likely  that  in 
1816,  just  as  in  1796,  such  stockholders  and  directors 
were  also  landholders  and  chiefly  interested  in  land 
values. ^    They  may  well  have  concluded  that  where  the 
company  had  failed  to  provide  the  necessary  facilities 
that  could  increase  the  value  of  their  landed  invest- 
ments, the  state  might  well  succeed;  and  therefore  it 
seems  likely  that  Troup  was  reporting  accurately  the 
sentiments  of  the  stockholders  of  the  company  when  he 
declared  that  they  were  "ardently  attached  to  the 
success  of  the  Erie  Canal. " 


1.    Troup  to  Clinton,  26  Jan.,  1816,  3  Dec,  1816.  DVC  Pps. 

2#    Infra.  ,pp.  13-14;  A  small  group  of  stockholders  main- 
falned  that  the  company's  failure  resulted  partly 
from  the  indifference  of  its  directors  and  partly 
because  it  was  a  mixed  enterprise.     This  group 
believed  that  only  under  a  new  private  manage- 
ment, which  would  purchase  the  state's  share  of 
stock,  or  under  complete  state  ownership  and 
operation  could  the  enterprise  be  successful. 
"Memorial  to  the  Legislature  of  the  State  of 
New  York,  23  Feb.,  1811;,"  NYS.  Ass. Pps.,  6-22., 
Misc. ,  NYSL. 

3.    As  it  happened,  the  Company  protested  that  the 

price  the  State  finally  paid  for  its  rights  and 
property  was  too  low,  and  it  petitioned  for  an 
additional  payment,  which  it  never  got.  NYS. 
Ass. Jour. ,  kk  Sess.,  263,  1091;  lj.6  Sess.,  266. 


37. 


Whatever  were  the  motives  of  the  directors  and' 
stockholders  of  the  western  company,  the  Joint  Committee 
of  the  Legislature,  in  any  case,  reflected  the  contin- 
uing firm  support  of  public  enterprise  that  prevailed 
in  the  Legislature.1    An  article  that  appeared  in  the 
Albany  Gazette  and  Daily  Advertiser  in  August,  1817, 
was  probably  quite  representative  of  the  thinking  of 
a  majority  of  the  legislators  as  well  as  of  those 
citizens  of  the  state  who  had  given  the  question  of 
public  versus  private  enteiprise  any  serious  consid- 
eration.    In  this  article,  the  author  declared  that 
it  was  a  mistake  to  consider  the  English  experience 
in  building  and  operating  canals  as  a  guide  to  be 
followed  in  the  United  States.     In  England,  the  writer 
declared,  "the  plenitude  of  private  capital  enabled. ## 
individuals  to  succeed;"  but  in  the  United  States, 
by  contrast,  such  individuals  "generally  fail  for 
want  of  funds...."    The  writer  cited  the  history  of 
the  Western  Inland  Lock  Navigation  Company  to  il- 
lustrate his  point.    This  company  would  have  achieved 


1.    The  Committee  rejected  J.  Rutsen  Van  Rensselaer's 
offer  to  assume  the  obligation  of  building  both 
canals  on  the  basis  of  a  contractual  arrangement 
with  the  state.    Van  Rensselaer  planned  to  organ- 
ize a  private  company  to  undertake  the  Job.  The 
Committee  rejected  the  proposal  in  part  because 
it  believed  that  the  state  "should  retain  the 
perfect  control  of  the  canal  in  every  period  of 
its  construction  and  future  regulation."  "Re- 
port of  the  Commissioners  under  the  Act  of  April 
17,  1816.    Feb.  17,  1817."  NY  Cl.Laws,  I,  285-7. 
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General  Schuyler's  objective  and  It  would  have  been 
successful  as  a  business  enterprise  had  it  been  able 
to  provide  an  uninterrupted  waterway  between  the 
Hudson  River  and  the  Great  Lakes.     The  fact  that  it 
failed  to  do  so,  and  therefore  had  failed  also  as  a 
business  enterprise,  resulted  directly  fpom  an  ini- 
tial lack  of  funds,     It  was  forced  to  curtail  its 
operations  "at  one-tenth  the  expense  necessary. • .be- 
cause individual  capital  was  not  equal  to  the  undertaking." 

In  1816,  the  State  Legislature  was  well  on  the 
way  towards  authorizing  immediate  construction  of  the 
canals,  when  Martin  Van  Buren,  state  Senator  from 
Kinderhook,  future  Governor,  Vice-President  and  Presi- 
dent of  ~he  United  States,  mobilized  sufficient  op- 

2 

position  to  block  the  necessary  legislation.  Van 
Buren* s  opposition  was  largely  politically  inspired, 
despite  his  plea  that  technical  and  financial  prob- 
lems justified  still  another  survey  of  the  terrain 
and  further  investigation  of  the  financial  problems 
involved  before  the  state  plunged  ahead  with  its  plans. 
Van  Buren' s  Democratic  party  was  in  the  uncomfortable 


1.  Albany  Gazette  and  Daily  Advertiser,  August  6,  1817. 

2.  NY  CI. Laws,  I,  175;  NYS.  Laws,  Ch.  237,  39  Sess. 

For  economic  reasons  behind  local  opposition, 
see  Infra. ,  70,90. 
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position  of  having  relinquished  leadership  in  the  canal 
movement  to  a  Federalist-Clintonian  coalition.  That 
the  movement  in  favor  of  the  canals  was  on  the  high 
road  to  success  was  clear;  Van  Buren1 s  problem  was  to 
get  the  Democratic  party  onto  the  band  wagon,  while 
disguising  the  fact  that  it  had  scrambled  aboard  when 
the  vehicle  was  already  in  motion.    What  was  a  shrewder 
way  to  do  this  than  by  pleading  for  delay  in  terms  of 
the  welfare  of  the  state  and  proposing  one  more  investi- 
gation.   Once  the  investigation  was  completed,  the 
Democrats  would  be  able  to  applaud  the  results,  and 
then  join  the  Federalists  and  Clintonians  in  an  asser- 
tion of  great  enthusiasm  for  the  projects.     They  could 
then  say  that  they  were  as  "canal-minded"  as  the  other 
parties,  but  far  more  cautious,  more  scrupulous,  and 
operating  on  a  higher  standard  of  responsibility  than 
their  political  rivals.* 

Van  Buren' s  maneuver  was  successful.     The  Legis- 
lature ruled  out  construction  that  year;  instead,  it 


1.    Van  Buren  Justified  his  opposition  to  commencing 
construction  of  the  canals  in  1816  in.  his  Auto- 
biography.   He  declared  that  further  surveys  and 
estimates  were  necessary  before  work  could  be 
started  and  that  Clinton  was  anxious  to  under- 
take immediate  construction  purely  for  reasons 
of  political  advantage.    John  C.  Fitzpatrick,  ed.f 
The  Autobiography  of  Martin  Van  Buren.  Annual 
Report  of  the  Amer.Hls t .Assn.  lor  the  Year  !Vl8, 
11,  pq-o^;  Albany  Gazette  and  Dally  Advertiser, 
April  16,  18TT.  1 
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limited  its  legislation  in  connection  with  the  canals 
to  appointing  five  Commissioners  whom  it  authorized 
to  conduct  another  survey  of  the  routes  and  to  inves- 
tigate the  problems  of  finance  once  again.* 

DeV/itt  Clinton,  Stephen  Van  Rensselaer,  Samuel 
Young,  Joseph  Ellicott  and  Myron  Holley  were  the  Com- 
missioners appointed  under  the  Act  of  1816.    For  many 
years,  these  men  had  been  abused  by  opponents  of  the 
canal  projects  as  "visionary  enthusiasts,"  and  their 
appointment  now  indicated  that  the  Legislature  had 

accepted  completely  the  inevitability  of  state  con- 

2 

struction  of  the  canals. 

Foremost  among  the  Commissioners  was  DeWitt 
Clinton,  whose  interest  in  a  western  canal  reached 
back  into  the  last  decade  of  the  previous  century, 
when  he  had  questioned  the  abilities  and  methods  of 
General  Schuyler  and  had  cast  doubts  on  the  possible 
success  of  the  Western  Inland  Lock  Navigation  Company. 
In  1815,  Clinton  wrote  his  Memorial    to  the  Legisla- 
ture, authorized  by  a  meeting  of  enthusiasts  who  met 


1.  NYS.  Laws,  Ch.  237,  Sesa.  39. 

2.  Hosack,  Memoir. . . ,  350.  The  word  "visionary"  was  a 

favorite  one  with  the  "anti-canalites"  and  phrases 
like  "visionary  enthusiasts"  or  "visionary  pro- 
jectors" occur  frequently  throughout  the  anti- 
canalite  literature.    Jonas  Piatt  said  that  the 
term  "hallucination"  was  the  "mildest  epithet" 
used  by  the  opposition  to  describe  the  mental 
processes  of  those  who  favored  the  canals.    Ibid. , 
386.    See  also,  Severance,  ed.,  The  Holland  Land 
Company. . . ,  89,  91.  " 
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at  the  City  Hotel  in  New  York,    The  Memorial  proved 

to  be  the  greatest  single  factor  in  mobilizing  public 

opinion  on  the  subject  of  canals  after  the  War  of  1812, 

and  thereafter  the  name  of  its  author  was  permanently 

associated  with  the  canal  movement  in  the  state. * 

Stephen  Van  Rensselaer,  the  patroon,  had  seen 

previous  service  as  a  Canal  Commissioner  along  with 

DeWitt  Clinton  in  1810,  when  both  were  members  of  the 

Board  that  denied  the  effectiveness  of  private  companies 

in  carrying  out  extensive  plans  of  internal  improve- 
2 

ments.      Van  Rensselaer1 s  interest  in  science  and  tech- 
nology—  he  founded  Rennselaer  Polytechnic  Institute-- 
his  familiarity  with  earlier  attempts  to  build  canals 
and  with  the  terrain  for  which  they  were  planned,  as 
well  as  his  past  activity  as  a  Commissioner,  marked 
him,  too,  as  an  outstanding  "enthusiast. 

Joseph  Ellicott  was  probably  the  least  "vision- 
ary" of  all  the  Commissioners.     Resident  Agent  of  the 
Holland  Land  Company,  Ellicott  reflected  the  very 


1.  New  York  Herald,  3  Jan.,  1816;  The  Memorial  was 

not  only  printed  in  the  NY  CI. Laws  (op.cit.), 
but  was  reprinted  and  distrlDuted  as  a  pamphlet 
(Samuel  Wood  &  Sons,  N.Y. ,  1816),  and  was  in-' 
eluded  by  Hosack  in  his  Memoir  ...»  14.06-1^20. 
Also  see  Ibid.,  386,  378^  

2.  Supra.,  p.  19-20. 

3.  Barnard,  Daniel  D. ,  A  Discourse  on  the  Life,  Ser- 

vices and  Character  of  Stephen  Van  Hensselaer.  " 
K  Albany,  lOj^J,  passim.  " 
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practical  interest  of  his  employers  in  roads,  canals, 

or  any  ir.proveir.ents  that  would  increase  the  value  of 

their  property,  and  he  became  a  tireless  lobbyist  for 

the  canals  and  a  staunch  supporter  of  Clinton.*"  He 

urged  legislators  in  Albany  and  Washington  to  exert 

themselves  in  behalf  of  the  projects;  he  prodded  his 

friends  to  lobby  for  the  same  ends  too,  and,  in  the 

west,  where  he  was  most  influential,  he  encouraged 

the  organization  of  public  meetings  in  order  to  stim- 

2 

ulate  popular  support  for  the  canals. 

Commissioner  Samuel  Young's  enthusiasm  for 
public  works  is  surprising  in  the  light  of  his  later 
career  as  one  of  the  most  articulate  advocates  of 
laissez-faire  economics  in  the  State.    His  whole- 
hearted advocacy  of  the  state-constructed  and  oper- 
ated Erie  and  Champlain  Canals  caused  him  a  considerable 


1.  In  June,  1617,  Ellicott  wrote  to  his  superior,  Paul 

Busti,  saying,  "Should  this  Herculean  work  ever  be 
effected,  and  the  canal  take  the  direction  as  ex- 
plored under  my  instructions,  it  would  in  its  pas- 
sage through  the  Holland  purchase  intersect  unsold 
lands  belonging  for  the  great  part  to  our  princi- 
pals, and  enhance  the  value  of  it...."  Severance, 
ed.,  The  Holland  Land  Company...,  127;  Ellicott  to 
Clinton,  lb  April,  1817,  DWCTps.  ;  Paul  D.  Evans, 
The  Holland  Land  Company,  218-220. 

2.  Ellicott  to  Villiara  Peacock,  5  Feb.,  1816;  Ellicott 

to  Jonas  Harrison,  12  Feb.,  1816;  Ellicott  to  Chauncey 
Loomis,  Ik  Feb.,  1816;  21  Feb.,  1816;  Ellicott  to 
Micah  Brooks,  30  Dec,  1816;  Micah  Brooks  to  Elli- 
cott, 16  Jan.,  1817;  A.S.Clarke  to  Ellicott,  2k 
Jan.,  1817.    In  Severance,  ed.,  The  Holland  Land 
Company...,  1^-3,  U6-2*8,  50,55-6,  Y5-o, 
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amount  of  discomfort,  and,  as  early  as  1826,  he  felt 
compelled  to  explain  his  deviation  from  principle.* 
Young  compiled  his  A  Treatise  on  Internal  Navigation 
at  the  request  of  the  other  Commissioners  In  order 
to  familiarize  New  Yorkers  with  the  standard  engineer- 
ing techniques  employed  in  England,  the  low  countries, 
and  elsewhere.    The  book  was  published  early  in  1817, 
when  the  Legislature  had  the  canal  bill  before  it  for 
consideration,  and  its  purpose  clearly  involved  an 
effort  by  the  Commissioners  to  allay  the  fears  of  many 
citizens  who  wondered  if  the  proposed  projects  ex- 
ceeded the  capacity  of  contemporary  knowledge  of  en- 
gineering.    When  Young's  Treatise  appeared,  It  was 
bound  with  a  reprint  of  Albert  Gallatin's  Report  on 
Roads  and  Canals,  originally  published  as  a  public 


1.    Young  explained  his  position  regarding  the  Erie  and 
Champlain  Canals  in  an  address  delivered  a  year 
after  they  were  completed.     "The  science  of  con- 
structing canals  was  not  understood  when  the  pres- 
ent works  of  the  state  were  commenced.    These  workt 
were  also  too  large  and  expensive  to  be  undertaken 
by  individual  enterprise;  they  were,  besides,  works 
which  without  the  grossest  mismanagement  and  folly 
could  not  fail  of  indemnifying  the  state  for  the 
pecuniary  expenditure.    These  were  the  reasons  and 
the  only  reasons  which  could  have  justified  the 
state  in  undertaking  them."    Young,  A  Discourse 
Delivered  at  Schenectady,  July  25,  aTa. ,  ibdo, 
berore  the  New  York:  Alpha  or  trie  Pgj  Beta  &apf>a. 
iballston  spa,  ic'db),  Appendix  vil.     Clinton  mam- 
tained  that  Young  had  initially  opposed  the  canals, 
and  only  reversed  himself  on  the  question  when  he 
found  it  profitable  to  do  so.    Clinton  to  Young, 
25  Feb.,  1820.     DVC  Pps.  Cf.  Hammond,  Jabez  D. , 
History  of  Political  parties  in  the  State  of  New 
York  ( Buffalo,  lbV?J,  1,  k2b.  
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document  and  in  newspapers  as  well  nine  years  earlier. 
Young  must  have  winced  at  the  intellectual  company 
that  he  was  keeping;  his  own  ideas  and  those  con- 
tained in  the  Report  were  basically  in  conflict. 
Nevertheless,  he  apparently  was  willing  to  compro- 
mise for  the  sake  of  assuring  immediate  action  on 
the  canals.     Certainly,  re-publication  of  Gallatin^ 
Report  at  this  time  served  a  useful  purpose:     it  re- 
kindled the  hopes  of  New  Yorkers  for  aid  to  their  can- 
als at  a  time  when  the  state  seemed  about  to  go  ahead 
on  its  own,  and  it  stimulated  interest  in  the  current 
activity  of  Congress,  which  at  that  time  was  involved 
in  considering  a  plan  of  national  aid  for  internal 
improvements • 

Myron  Holley,  the  fifth  Commissioner,  was  an 
unswerving  advocate  of  public  enterprise.  According 
to  Clinton,  Holley,  as  a  member  of  the  Legislature, 
supported  the  cause  of  canals  "with  the  whole  force 
of  his  talents. while  serving  as  a  Canal  Commissioner 


1.  Samuel  Young,  (compiler),  A  Treatise  on  Internal 

Navigation. ..  to  which  ls~~annexed  tne  Heport  or 
Expert  (iaiiatm  on  Koads  and  Canals,  l^aiiston 
Spa,  1817);  Young  to  Clinton,  HJ  Dec,  1816.  DVC  Pps. 

2.  Infra. ,  p.  47. 

3.  Tacitus  ( pseud. )/DeWitt  Clinton/,  The  Canal  Policy 

of  the  State  oT  New  York,  delineated  in  a  letter 
to  Kobert  Troup,  l+^n.    holley  warmly  approved  or 
the  article,  published  in  the  Albany  Gazette  and 
Dally  Advertiser,  b  August,  101Y,  wnicn  explained 
tne  particular  appropriateness  of  government  par- 
ticipation in  projects  of  internal  improvements  in 
the  United  States.    Holley  to  Clinton,  9  Aug.,  1817, 
DWCPps.J  Supra.,  p.  37. 


45 


he  helped  to  organize  a  large  public  meeting  at  Canan- 
daigua,  called  "for  the  purpose  of  exciting  general 
attention  to  the  contemplated  improvements,  of  giving 
a  right  direction  to  public  opinion,  and  of  pressing 
the  construction  of  the  canals  as  the  *ork  of  the 
state, "    Holley  drafted  the  resolutions  approved  by 
the  meeting,  which  described  the  proposed  canals  as 
a  potentially  powerful  factor  in  furthering  the  econ- 
omic development  of  the  state  and  nation.*  Actually, 
he  did  not  believe  that  he  had  exerted  himself  ex- 
cessively in  the  cause  of  the  canals.    He  believed 
that  all  the  Commissioners  shared  his  anxiety  for  the 

"success  of  the  enterprise .. ./which7» "  he  noted,  "we 

~2  ~" 

have  all  so  much  at  heart. ..." 

The  Commissioners  at  once  directed  their  atten- 
tion to  the  financial  duties  that  the  Legislature  had 
assigned  to  them.    Of  these,  the  most  important  was 
to  persuade  the  national  government,  neighboring  states 
and  territories,  "bodies  politic  and  corporate,  public 
and  private..."  to  aid  them  in  their  enterprise  with 
"cessions,  grants  and  donations."^      The  possible 


1.  Hosack,  Memoir. . . ,  l4.2i4.-8. 

2.  Myron  Holley  to  Joseph  Elllcott,  11  Jan.,  1817. 

In  Severance,  ed. ,  The  Holland  Land  Company. . . ,  9J4.. 

3.  NYS.  Laws,  Ch.  237,  39  Seas. 
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achievements  of  the  complex  form  of  mixed  enterprise 
that  would  have  resulted  had  the  Commissioners  suc- 
cessfully accomplished  their  mission  would  be  a  mat- 
ter of  interest,  particularly  if  all  the  participants 
sought  a  voice  in  the  managsment  and  construction  of 
the  projects.1    But  the  state  was  spared  this  experi- 
ence, because  external  aid,  both  public  and  private, 
wa3  generally  restricted  to  verbal  encouragement. 
Thus,  when  Clinton  in  his  official  role  as  President 
of  the  Canal  Board,  suggested  that  because  the  states 
of  Ohio,  Kentucky,  and  Vermont  would  "enjoy  the  bene- 
fits"of  New  York* s  projected  improvements,  they  "should 
also  participate  in  the  expenses,"  he  discovered  that 

these  states  could  give  more  readily  of  their  enthu- 

2 

siasm  than  of  their  funds.  As  W.  W.  Morris  described 
the  situation,  these  other  states  were  "full  of  ardor" 
for  the  projects,  "but  destitute  of  pecuniary  resources." 


1.  Such  an  arrangement  was  not  completely  beyond  the 

realm  of  possibility.    Ellicott  held  that  in 
cases  of  improvements , where  the  United  States 
participated  equally  with  the  state,  "they  would 
necessarily  appoint  their  own  agents  to  superin- 
tend and  reserve  to  themselves  a  Jurisdiction 
over  such  improvements  in  proportion  to  the  stun 
of  money  which  was  respectively  expended  in  their 
completion."    Ellicott  to  A.S.Clarke,  3  Jan.,  1817. 
In  Severance,  ed.,  The  Holland  Land  Company. . . ,  88. 

2.  NY  CI. Laws,  I,  297-301. 

3.  W.  W.  Morris  to  Clinton,  26  Aug.,  1817.  DVC  Pps. 
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Prospects  for  aid  from  the  federal  government 
seemed  to  have  improved  considerably  since  the  time 
when  Clinton  and  Morris  had  made  their  fruitless  ex- 
cursion to  Vashington  in  1911.    By  this  time,  members 
of  the  national  government  had  been  made  keenly  aware 
of  the  shortcomings  of  the  nation* s  transportation 
facilities.1    Enrly  in  1816,  the  Senate  of  the  United 
States  authorized  the  reprinting  of  ei#it  hundred 
copies  of  Gallatin1 s  Report,  thereby  anticipating  by 
several  months  its  appearance  as  part  of  Young's 

Treatise  under  the  sponsorship  of  the  New  York  Canal 
2 

Commissioners.      jn  addition,  New  Yorkers  now  learned 
that  they  had  powerful  allies  in  other  states  who 
favored  a  national  program  of  internal  improvements, 
Henry  Clay  of  Kentucky  and  John  C.  Calhoun  of  South 
Carolina  had  thrown  their  influence  behind  a  bill  for 
Federal  aid  to  internal  improvements  which  Calhoun 
had  introduced  in  the  House  of  Representatives.  The 
bill  provided  that  the  bonus  and  the  annual  proceeds 


1.  Supra.,  p. 32;  U.S.Cong.,  Debates,  14  Cong., 2  Seas., 

0^-3.   

2.  1200  copies  of  Gallatin's  Report  were  printed  in 

1S03.     Report  of  the  Secretary  of  the  Treasury 
on  the  "Subject  or  Hoaaa  ana  canals...  (Wash., 
iSu6) .    me  cju  additional  copies  that  the  Sen- 
ate authorized  to  be  printed  in  1816  appeared 
under  the  same  title.    U.S.Cong.,  Debates,  10 
Cong.,  1  Sess.,  332;  Ik  Cong.,  1  Seas.,  43, 
107-11.    James  D.  Richardson,  Messages  of  the 
Presidents. . .  ,  I,  567-68. 
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that  the  federal  government  would  receive  from  the 
proposed  Second  National  Bank  be  used  "as  a  perman- 
ent fund  for  internal  improvements."    Moreover,  Cal- 
houn specifically  declared  that  the  costs  of  construc- 
tion of  a  canal  between  the  Hudson  River  and  the  Great 
Lies  could  be  defrayed  in  part  by  use  of  the  revenues 
t.-iat  the  national  government  would  receive  if  the 
bonus  bill  were  passed.* 

New  Yorkers  appreciated  the  importance  of  the 
bonus  bill  as  far  as  their  own  plans  for  canals  were 
concerned.  Referring  to  the  bill,  Clinton  commented 
to  Ellicott  that  "if  it  becomes  a  law... it  will  give 
us  $90,000  a  year...,"  the  total  annual  sum  that  the 
Commissioners  estimated  at  the  time  would  be  needed 

2 

during  the  first  two  or  three  years  of  construction. 


1.     "Let  it  not  be  said  that  internal  improvements  may 
be  wholly  left  to  the  enterprise  of  the  states 
and  of  individuals,"  declared  Calhoun.     "Many  of 
the  improvements  contemplated  are  on  too  large  a 
scale  for  the  resources  of  the  states  or  of  in- 
dividuals ...  .They  require  the  resources  and  gen- 
eral superintendence  of  this  government  to  effect 
and  complete  them."    Clay  believed  that  certain 
projects  "if  not  taken  up  by  the  General  Govern- 
ment" in  cooperation  with  the  states  would  be 
neglected,  "either  for  want  of  resources"  or 
from  the  difficulty  that  the  states  interested 
in  the  same  project  would  experience  in  "regu- 
lating their  respective  contributions."  Among 
such  projects,  Clay  put  the  Erie  Canal.  U.S. 
Cong.,  Debates,  II4.  Cong.,  2  Sess.,  851-8,  866-8. 
Micah  Brooks  to  Joseph  Ellicott,  16  Jan.,  1817, 
In  Severance,  ed.,  The  Holland  Land  Company. .« ,95» 


2.     Clinton  to  Ellicott,  Ik  Feb.,  1817,  In  Ibid.,  116-7; 
NY  CI. Laws ,  I,  326,   
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Ellicott  considered  this  form  of  national  aid  important 
only  because  it  would  serve  as  "an  entering  wedge  for 
larger  grants."1    Generally,  however,  the  bill  stirred 
the  hopes  of  the  Commi ss loners ,  and  they  urged  all  the 
members  of  New  York's  congressional  delegation  to  rally 
to  its  support.    The  Commissioners  informed  the  Con- 
gressmen that  if  the  bill  became  law,  the  resulting 
revenues,  combined  with  those  that  the  state  could  pro- 
vide, would  permit  the  construction  of  the  canals  with- 
out the  necessity  of  raising  additional  taxes  for  the 
purpose.    They  also  suggested  an  arrangement  for  the 
distribution  of  this  proposed  federal  aid.     "A  fair 
and  exceptional  standard"  of  distribution,  they  main- 
tained, would  be  one  that  was  made  on  the  basis  of  pop- 
ulation.   Such  an  arrangement  would  be  particularly 
advantageous  for  New  York  State,  since  it  was  about 
this  time  that  the  "Empire  State"  surpassed  the  "Old 

Dominion"  in  population  to  become  the  most  populous 
p 

state  in  the  Union. 

The  prevailing  congressional  attitudes  towards 


1.  Ellicott  to  Clinton,  21  Feb.,  1817.     In  Severance, 

ed.,  The  Holland  Land  Company...,  119. 

2.  NY  CI. Laws,  I,  311-12;  DVC  Pps.,  22  Jan.,  1817; 

XViii,  2I4.-26.    Cf.  U.S.  Census  Office,  3rd 
Census,  Amount  of  each  Description  of  Persona 
within  the  United  States  of  America... in  the 
Year  Itill).  [  Washington,  IbllJ,  2ba,  Via,  j>b; 
U.th  Census,  Census  for  1820.  (Wash.,  1621), 
Chart  2. 
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internal  improvements  undoubtedly  re-enforced  the 
tendency  of  New  Yorkers  to  look  to  Washington  for 
aid  to  their  projects.    One  newspaper  declared  that 
such  aid  constituted  a  promise  of  long-standing,  and 
cited  appropriate  messages  of  President  Jefferson  to 
prove  the  point.*    The  decision  to  petition  for  nation- 
al aid,  however,  did  not  rest  with  the  Commissioners \ 
they  were  specifically  required  by  law  to  apply  to 
Congress  for  such  aid.    Hence,  Clinton  for  the  second 
time  in  five  years  found  himself  once  again  in  the 

2 

role  of  a  petitioner  for  Congressional  assistance. 

As  before,  Clinton  emphasized  the  national  "pe- 
cuniary" and  "political  interests"  that  the  construction 
of  the  canal  would  advance,  and  carefully  subordinated 
the  local  advantages  that  the  State  would  derive  from 
them.    The  President  of  the  Canal  Board  repeated  many 
of  the  arguments  that  had  been  heard  before,  in  New 
York  and  in  the  halls  of  Congress.    The  canals  would 
be  useful  in  peace  and  war;  they  would  enhance  the 
value  of  the  public  lands  lying  north  and  west  of  the 
Ohio  River  and  accelerate  the  rate  of  settlement  In 
those  regions;  they  would  reduce  the  costs  of  trans- 
portation and  would  divert  the  trade  of  the  Lakes  from 
Canadian  to  American  routes.    To  a  people  already  ap- 
palled by  the  vast  extent  of  territory  that  it  had  to 
govern  and  fearful  of  the  centrifugal  force  of  disunion, 

1.  Albany  Dally  Advertiser,  12  Aug.,  1816. 

2.  NYS.  Laws,  Ch.  CCXXXVII,  39  Sess.;  Supra.,  p&L. 


*1 


which  large  distances  from  the  seat  of  government 
seemed  to  make  increasingly  possible,  Clinton  offered 
the  alternative  of  a  nation  tightly  integrated  by  the 
kind  of  improvements  as  those  for  which  he  sought  sup- 
port.*   Ke  noted,  in  addition,  that  a  western  canal, 
by  providing  superior  means  of  transportation  for 
Americans  would,  in  some  measure,  undermine  the  in- 
fluence of  the  British  In  the  fur  trade  and  thus 
weaken  their  hold  over  the  Indians.    This  si  ggestion, 
coming  so  soon  after  the  close  of  the  War  of  1812, 
throbbed  with  emotional  overtones,  since  it  had  been 
widely  believed  that  the  British  had  incited  the  In- 
dians against  the  Americans;  and, although  the  evidence 
for  this  belief  at  present  is  questionable,  Tecumseh's 
alliance  with  the  British,  once  the  war  had  begun, 
was  sufficient  to  convince  contemporaries  of  the  truth 


1.     Ironically,  it  was  John  C.  Calhoun  who  warned 

against  the  dangers  of  disunion  that  could  re- 
sult from  the  difficulties  involved  in  governing 
a  nation  the  size  of  the  United  States.     "We  are 
great,  and  rapidly--  he  was  about  to  say,  fear- 
fully—  growing. .. .Let  us  then  bind  the  Republic 
together  with  a  perfect  system  of  roads  and  can- 
als., .so  situated. . .we  may  reasonably  raise  our 
eyes  to  a  roost  splendid  future. . .neglecting  them, 
we  permit  a  low,  sordid,  selfish  and  sectional 
spirit  to  take  possession. .. .We  will  divide, 
and  in  its  consequences,  will  follow  misery  and 
despotism...."    U.S.  Cong.,  Debates,  U4.  Cong., 
2  Sesa.,  85^.   
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of  this  charge.      In  New  York»s  canals,  Clinton  saw 
a  logical  coincidence  of  state  and  national  interests. 
He  relied  on  "the  enlightened  public  spirit  in  Cong- 
ress" to  manifest  itself  in  a  "measure  of  patronage 
as  cannot  fail  to  produce  signal  benefits  to  the  na- 
tion."   New  York  State,  he  assured  members  of  Cong- 
ress, was  "not  unaware  of  her  interests  nor  disin- 
clined to  prosecute  them,  but  where  those  of  the 
general  government  are  united  with  hers,  and  seem 

to  be  paramount,  she  deems  it  her  duty  to  ask  for 
2 

assistance...." 

The  passage  of  the  Bonus  Bill  on  the  first  of 
March  must  have  convinced  those  who  shared  Clinton's 
views  that  an  "enlightened  public  spirit"  truly  per- 
vaded Congress.     If  so,  it  took  only  two  days  for  there 
to  discover  that  the  same  spirit  did  not  characterize 
President  Madison,  who  vetoed  the  bill  as  one  of  the 
last  acts  of  his  Administration.    Madison  held  that 
the  absence  of  constitutional  authorization  permitting 
Congress  to  build  roads  and  canals  and  to  improve  "water- 
courses" meant  that  any  attempt  by  the  national  legislature 


1.  Newburgh  Political  Index,  10  Sept.,  31  Dec,  1811; 

Julius  W.  Pratt,  Expansionists  of  1612  (N.Y. ,  1925), 
35-39;  A.L.  Burt, Toe  United  states,  Great  Britain 
and  British  North  America  from  the  Revolution  to 
the  Estaolishment  of  Fe&ce  after  the  War  or  1012. 
U'ew  Haven,  iV^Uj,   

2.  U.S.Cong.,  Debates ,  ll|.  Cong.,  2  Sess.,  260-65. 
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to  do  so  violated  the  limits  of  its  constitutional 
powers.    He  did  not  deny  that  the  national  govern- 
ment could  perform  a  useful  function  in  executing 
a  program  of  internal  improvements,  which  would  have 
"signal  advantage  to  the  general  prosperity,"  but  in- 
sisted that  any  future  role  of  this  kind  that  it  would 
undertake  must  necessarily  be  preceded  by  a  suitable 
amendment  to  the  Constitution.* 

This  strict  construction  of  the  Constitution 
angered  the  friends  of  national  aid  to  internal  im- 
provements, who  felt  that  there  were  many  like  Madison 
who  were  strict  constructionists  only  when  the  cause 
of  internal  improvements  came  up  for  discussion.  "If 
you  can  constitutionally  create  banks  for  the  accommo- 
dation of  the  merchant,"  Congressman  Peter  B.  Porter 
of  Buffalo  had  told  the  House  of  Representatives  as 
far  back  as  1810,  "but  cannot  construct  canals  for 
the  benefit  of  the  farmer—  if  this  be  the  crooked, 
partial,  sideway  policy  which  is  to  be  pursued,  there 
is  a  great  reason  to  fear  that  our  western  brethren 


1.     Richardson,  ed.,  Messages  of  the  Presidents..., 
I,  58U-5.     It  was  true  tnat  only  rive  years  Dt- 
fore  Gouvemeur  Morris,  who  like  Madison  had 
played  a  significant  part  in  the  Constitutional 
Convention  had  taken  the  opposite  point  of  view. 
Clearly,  despite  the  optimistic  assertion*  of 
Clinton  and  Morris  in  1811,  they  had  failed  to 
banish  the  "scruples"  of  the  President  on  this 
question.    See  Supra.,  p.24« 
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may  soon  accost  us  in  a  tone  higher  than  the  Consti- 
tution."1 

Porter's  resentment  was  characteristic  of  those 
who  viewed  the  establishment  of  a  national  bank  by  Cong- 
ress-- an  exercise  of  power  not  specifically  delegated 
to  the  national  legislature  under  the  Constitution—  as 
a  precedent  for  an  interpretation  of  that  document  suf- 
ficiently  broad  to  allow  for  national  aid  to  roads  and 
canals.    When  President  Madison,  an  opponent  of  the 
bank  in  1791,  gave  the  establishment  of  a  similar  in- 
stitution in  1616  the  full  support  of  his  administration, 
advocates  of  federal  aid  to  internal  Improvements  had 

reason  to  believe  that  the  question  of  constitutionality 

2 

no  longer  figured  as  a  factor  in  Madison's  thinking. 
Moreover,  by  1316,  they  could  point  to  the  impressive 
progress  being  made  in  the  construction  of  the  Cumber- 
land Road,  a  national  project  authorized  ten  years 
earlier  during  Jefferson's  administration,  which  had 
established  a  useful  precedent  worthy,  in  their  opinion. 


1.  U.S.  Cong.,  Debates,  11  Cong.,  2  Sess.,  U4.OO. 

2.  Madison's  veto  of  a  previous  bank  bill  in  1815  was 

not  based  on  Constitutional  objections,  but  on 
the  belief  that  the  proposed  bank  would  not  serve 
the  purpose  for  which  it  was  intended.  Richardson, 
ed.,  Messages. . . ,  I,  555-6.    The  President  suggested 
in  his  Message  to  Congress  in  1815  that  it  consider 
the  establishment  of  a  national  bank  as  one  nans 
of  restoring  "a  uniform  currency"  and  stabilizing 
the  finances  of  the  nation.     Ibid. ,  565-6;  Adrlenne 
Koch,  Jefferson  and  Madison:     the  Great  Collaboration 
(N.  Y. ,  WJ,  iuy.  
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of  continuation.      Clinton  maintained  that  Madison's 

veto  would  prevent  any  further  federal  participation 

in  the  development  of  new  transportation  facilities, 

especially  because  he  saw  little  prospect  that  the 

states  would  approve  an  amendment  to  "resolve  the 

difficulty."     "After  swallowing  the  National  Bank 

and  the  Cumberland  Road,"  he  observed  in  a  letter  to 

Rufus  King,  "it  was  not  supposed  that  Mr.  Madison 

2 

would  strain  at  canals." 

The  President's  veto  eliminated  the  national 
government  as  a  possible  source  of  aid  for  the  Erie 
and  Champ la in  canals.     The  reaction  to  the  news  from 
Washington  in  Albany   'as  described  by  a  reporter  as 
one  of  "indignation,"  matching  the  extent  of  the  "dis- 
appointment" that  was  felt.    But  the  same  reporter 
noted  that  a  quick  recovery  in  legislative  and  public 
morale  took  place:     "The  feelings  of  the  people  and 
of  the  Legislature  were  aroused. . #/and7  a  very  gen- 
eral determination  /^prevailed/. . .  that  the  State  of 
New  York  should  put  forth  her  own  energies  and  commence 


1.  B.H.Meyers,  ed.,  History  of  Transportation. .. ,  U4.-I7; 

U. S.Statutee-at- Large ,  ^  Cong.,  1  Sesa.,  Ch.  XIX. 
By  lOld  there  was  mall  service  over  the  Cumberland 
Road  between  Washington,  D.  C.  and  Wheeling,  Va. 
Archer  B.  Hulburt,  The  Cumberland  Road  (Cleveland, 
190k),  5k.   

2.  Clinton  to  King,  13  Dec,  1817.  DWC  Pps.f  Tacitus, 

The  Canal  Policy  of  New  York  State...,  kk» 
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the  proposed  works,. 

Private  sources  of  aid  yielded  as  little  help  In 
defraying  the  costs  of  the  canals  as  did  neighboring 
states  or  the  national  government.    Owners  of  large 
tracts  of  land  in  western  and  northern  New  York  had 
little  in  common  with  the  speculators  in  land  of  the 
early  1790* s,  whose  uncritical  Judgnent  and  extraor- 
dinary optimism  had  characterired  that  period  of  "rag- 
ing speculation."    Those  who  had  survived  the  collapse 
of  the  real  estate  market  in  1796,  as  well  as  more 
recent  owners  of  land,  were  now  reconciled  to  a  long 
and  patient  wait  for  a  return  on  their  investment. 
Their  dealings  with  impecunious  settlers  who  required 
long  credits  and  generous  treatment,  and  whose  lack 
of  cash  frequently  made  it  necessary  that  rents  or 
interest  on  mortgages  be  paid  in  kind,  made  this  ap- 
parent.   Short  of  capital  and  frequently  in  debt,  too, 
the  large  landholder  necessarily  developed  an  acnteness 
in  business  matters;  he  calculated  his  costs  closely, 
and,  unlike  his  more  speculative  prototype  of  the  ,90,a, 
maintained  a  conservative  outlook  where  ventures  in- 
volving the  risk  of  precious  capital  were  to  b« 


1.    Hosack,  Memoir. . , ,  i^O;  Tacitus,  The  Canal  Policy 
of  New  York  State,  kS*   
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considered.      Robert  ^roup,  for  example,  agent  of  the 
Pulteney  Estate  and  a  substantial  owner  of  land  on  his 
own  account,  made  no  gift  to  the  Canal  Fund,  despite 
the  fact  that  he  was  an  outstanding  " en thus last "  and 
actively  engaged  in  mobilizing  public  opinion  In  fav- 
or  of  the  canals.      Yet,  in  the  1790's,  Troup  was  rel- 
atively a  large  owner  of  stock  in  the  Western  Inland 
Lock  Navigation  Company.^    Clearly,  such  landowners, 
and  the  small  farmers  and  leaseholders  who  were  in- 
debted to  them,  could  make  no  gifts  to  the  Canal  F\md 
through  agents  who  were  specifically  appointed  in 


1.  Aaron  M.  Sakolski,  The  Great  American  Land  Bubble, 

(N.Y.,  1932),  Chs.  ll,  ill.  i>Y-P,  Wt  81=7; — Evans, 
The  Holland  Land  Company,  216-20,  U3U-5;  McNall, 
N.A.,  An  Agricultural  History  of  the  Genessee 
ValleyTTb^O-lobU.  (Phila.,  1^),  257  jc-V,  kl-2 , 
oj-i?.     Elllcott  wrote  in  1806:     "That  spirit  of 
speculation  which  formerly  prevailed  and  which 
induced  men  of  large  capital  to  embark  in  exten- 
sive purchases .. .has  at  present  subsided. . .hence 
we  may  presume  that  the  plan  by  retail  will... 
ensure  the  company  the  greatest  possible  success. 
We  have  pretty  uniformly  found  that  men  disposed 
to  purchase  by  wholesale  are  heady  adventurers, 
who  have  nothing  to  lose,  are  willing  to  engage 
in  any  speculation....11  Robert  W.  Bingham,  ed## 
Holland  Land  Company  Papers:  Reports  of  Joseph 

Elllcott  (Buffalo,  193771  r,  ZTT. — Also  see  

lold.,  1,  202-3;  II,  1U4-5. 

2.  Hosack,  Memoir. . . ,  U23-8;  John  G.  Van  Deusen, 

"Robert  Troup:  Agent  of  the  Pulteney  Estate," 
New  York  History,  XXIII,  168-9,  180;  Troup  to 
Clinton,  <db  Jan. ,  1816.  DWC  Pps. 

3.  "A  full  and  perfect  list  of  all  the  subscribers 

to  the  Stock  of  the  Company  to  be  known  by  the 
name  of  the  president,  directors  and  company 
of  the  Western  Inland  Lock  Navigation  in  the 
state  of  New  York..."  Schuyler  Pps.,  NYPL, 
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various  localities  to  receive  them. 

Excluding  large  portions  of  land  constituting 

the  right-of-way,  the  contributions  of  private  donors 

2 

were  small  and  their  value  almost  negligible.  Such 
contributions  took  the  form  of  land  cessions  and  to- 
talled 106,036  acres.     Of  this  amount,  the  portion 
ceded  by  the  Holland  Land  Company  consisted  of  100,000 
acres,  which  in  Ellicott's  private  opinion  was"100,000 
acres  of  mountains,"  but  which,  he  slyly  noted,  "seems 
to  evince  great  liberality"  on  the  part  of  the  company. 
Ultimately,  the  tract  sold  for  $28,000.^ 

Failure  to  win  financial  support  for  the  canals 
from  neighboring  states  and  from  the  national  govern- 
ment was  disappointing;  to  Samuel  Young,  the  unsuccess- 
ful attempts  to  obtain  assistance  from  private  donors 
seemed  both  unbusinesslike  and  humiliating.    Young  re- 
garded the  role  of  a  "mendicant"  as  unworthy  of  the 
Empire  State,  and  he  did  not  consider  it  fitting  or 
wise  to  tie  the  fate  of  the  canals  to  the  unpredict- 
able generosity  of  private  individuals  or  corporations. 


1.  Form  letter  of  Samuel  Young,  18  July,  1816.  DWC  Pps., 

VI,  76;  "Copy  of  Resolutions  Passed  18  April,  1817; 
by  the  Canal  Commissioners,"  Ibid, ,  VII,  12;  NYS, 
Ass .Jour. ,  k0  Sess,,  617-8. 

2.  NY  CI. Laws,  332-380. 

3.  NYS.  Ass. Poets.  (1832),  I,  Doc.  No. 5,  1;  (1833),  I, 

Doc.  ho.u.,  Ii>-16;  Joseph  Ellicott  to  Paul  Busti, 
21  June,  1817,  In  Severance,  ed.,  The  Holland  Land 
Company,  127-8;  Evans,  The  Holland  Land  Company  ,T89. 


Such  a  course,  he  declared.,  served  only  to  "belittle 
the  great  objects  in  which  we  are  engaged."     And  he 
might  have  added  that  they  yielded  little  in  the  way 
of  results.1 


1.    Young  to  Clinton,  2k  April,  1817.    DWC  Pps. 
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CHAPTER  III 

Public  gntgrgrlse  under  the  Authority  of  the  State. 

Unsuccessful  in  fulfilling  the  financial  functions 
that  a  "mendicant"  state  had  imposed  on  them,  the  Com- 
missioners compensated  for  their  deficiency  in  the 
skillful  way  that  they  prepared  the  citizens  of  New 
York  for  the  great  tasks  that  lay  ahead.     For,  after 
all,  as  they  themselves  acknowledged 

In  a  free  covernment  where  the  people 
compose  the  sovereign  authority,  it  is 
chimerical  to  contemplate  the  execution 
of  a  stupendous  task  of  internal  imp- 
rovements without  the  adoption  of  a 
wise  and  economical  system  which  shall 
conciliate  the  affections  and  secure 
the  favorable  opinion  of  those  who  are 
the  ultimate  source  of  power. 

To  allay  the  opposition  of  citizens  whose  hostil- 
ity may  have  been  based  on  the  technical  difficulties 
and  the  high  costs  that  the  projects  would  involve,  as 
well  as  to  avoid  waste  and  losses,  the  Commissioners 
investigated  such  canal  construction  as  had  already 
been  undertaken  in  New  York  State  and  elsewhere.  They 
applied  to  persons  who  had  dug  short  canals  in  order 
to  supply  mills  with  hydraulic  power;  they  questioned 
officials  of  the  Seneca  Lock  Navigation  Company  about 
the  difficult  problems  that  the  company  had  encountered 
when  it  undertook  to  improve  navigation  between  Lake 


1.    NYS.  Ass. Jour. ,  I4.0  Sesa.,  614. 
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Cayuga  and  Seneca  Lake  by  the  slow  and  costly  construc- 
tion of  twelve  locks.1    John  L.  Sullivan,  the  Superin- 
tendent of  the  Middlesex  Canal,  also  furnished  the  Com- 
missioners with  useful  information  that  he  had  gathered 
in  the  course  of  his  observations  of  the  construction 
and  operation  of  the  canal  that  connected  the  Merrimac 
River  with  Boston  Harbor.     In  addition,  he  permitted 
two  of  the  Commissioners  to  make  a  careful  and  detailed 
study  of  this  enterprise. 

The  Commissioners  did  not  restrict  their  explor- 
ations of  canal  construction  to  the  American  experience; 
one  of  the  engineers  employed  on  the  Brie  Canal,  Can- 
vass White,  went  to  England  to  investigate  what  had 
been  accomplished  in  that  country  in  expanding  the 
means  of  artificial  navigation.    Where  direct  obser- 
vation of  the  English  and  continental  experience  proved 
impossible  for  the  rest  of  the  Commissioners,  they. did 
the  next  best  thing:     they  combed  the  technical  liter- 
ature of  other  countries,  and  their  reports,  as  well 
as  Samuel  Young's  Treatise  on  Navigation,  indicate 


1.  This  enterprise,  like  the  earlier  Western  Inland 

Lock  Navigation  Company,  received  state  subsidy 
and  was  later  (June  26,  1825)  acquired  by  the 
state.    W.  L.  Marcy  to  Reuben  Smith,  12  August, 
1826.    LRC,  I,  6. 

2.  NV.Cl.T.aw*.  I,  607- 1U;  Clinton  to  Sullivan,  3 

Karen,  1017,  DWC  Pps. 
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that  their  research  was  exhaustive. 

Limiting  the  projects  in  extent  and  cost  would, 
of  course,  go  a  long  way  towards  conciliating  the  af- 
fections of  the  people  and  towards  muting  the  shrill 
cry  of  bankruptcy  that  was  repeatedly  raised  by  people 
who  had  no  faith  in  the  projects.     It  was  necessary 
to  banish  from  the  popular  mind  the  formidable  image 
of  the  major  canal:     three  hundred  and  sixty  three 
miles  long,  crossing  rivers,  streams  and  marshes  on 
aqueducts,  penetrating  the  lofty  granite  escarpment 
at  Lockport,  and  surmounting  the  sharp  rise  in  the 
terrain  between  the  Hudson  River  and  the  Mohawk  Valley, 
Hence  the  Commissioners  proposed  that  a  beginning  be 
made  by  constructing  two  small  canals--  the  first  to 
stretch  between  the  Mohawk  and  Seneca  Rivers  and  the 
second  to  unite  the  Hudson  River  with  Lake  Champlain. 
The  shorter  the  stretch  of  canal  to  be  built  initially, 
the  fewer,  it  was  thought,  would  be  the  engineering 
difficulties  that  were  likely  to  arise;  and  the  fact 
that  the  estimated  outlay  for  these  abbreviated  proj- 
ects was  $1,500,000  as  compared  to  $6,000,000  could 
only  mean  that  economy-minded  legislators  would  look 


1.     Philetus  Swift,  the  President  of  the  Senate,  Matthew 
and  Francis  Brown,  Augustus  Porter,  and  Judge  Joahua 
Porman,  all  New  Yorkers,  furnished  pertinent  infor- 
mation regarding  the  cost  of  construction  of  short 
canals.     NY  CI. Laws,  I,  320;  NYS,  Laws,  Ch.  CXLIV, 
36  Sess.;  wis.  AssTJour.,  lj.0  Sess.,  iyy. 
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with  more  favor  upon  the  projects.    For  these  reasons, 
the  Commiss loners  were  willing  to  pare  down  the  proj- 
ects, despite  their  "perfect  conviction. .. that  these 
canals  /couldf/  be  made  without  any  serious  inconven- 
ience to  the  financial  operations  of  the  State. 

Obvious  commercial  considerations  argued  in 
favor  of  quick  construction  of  the  middle  section  as 
a  means  of  linking  the  Mohawk  and  Seneca  Rivers,  and 
thereby  providing  a  continuous  arteiy    of  navigation 
stretching  half-way  across  the  state.    Lake  Ontario 
and  the  St.  Lawrence  River  provided  farmers  of  western 
New  York  with  a  Canadian  outlet  for  their  surplus  pro- 
duce; the  back  door  of  New  York  was  threatening  to 
become  its  front  door,  and  increasingly  New  York  City 
began  to  appear  less  attractive  to  the  inhabitants  of 
the  neat  than  Montreal.     Construction  of  the  middle 
section  promised  to  change  this  kind  of  thinking  and 
to  alter  the  routes  of  trade  in  northern  and  western 
New  York  at  the  expense  of  the  Canadians  and  for  the 
benefit  of  the  merchants  of  the  "great  emporium*  at 
the  mouth  of  the  Hudson  River.    Here  was  a  consider- 
ation that  would  apply  with  equal  force  to  farmers  of 
western  New  York  and  businessmen  in  the  City,  since,, 
for  all  the  use  that  was  made  of  the  St*  Lawrence 


1.    NYS.  Ass. Jour. ,  I4.O  Sess.,  6U4.-15. 
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route,  it  was  a  hazardous  one,  and  many  a  farmer's 
produce  never  reached  Montreal  because  of  the  rocks, 
rifts,  shoals  and  unpredictable  currents  in  the  river. 
To  such  farmers,  therefore,  this  proposal  offered  a 
far  safer  route  to  market.    The  business  community 
of  New  York  City  constituted  another  powerful  region- 
al economic  interest  that  had  to  be  won  over  to  the 
project,  and  the  Commissioners  obviously  hoped  that 
the  lure  of  a  quick  diversion  of  western  trade  down 
the  Hudson  River  would  be  attractive  bait.* 

The  Commissioners'  decision  to  confine  initial 
construction  to  a  fraction  of  the  total  project  for 
purposes  of  "conciliating"  public  opinion  was  shrewd; 
it  was  wise,  too,  when  considered  in  terms  of  the  lack 
of  technical  experience  of  the  men  who  would  bear  the 
burden  of  supervising  the  initial  operations  on  the 
canals.     For  all  the  confidence  that  the  Commissioners 
exuded  in  public,  in  private  they  revealed,  on  occasion, 
their  doubts  and  fears  in  connection  with  the  enormous 


1.    Undoubtedly  the  Commissioners  held  out  this  expecta- 
tion as  bait  to  the  New  York  business  communis  that 
feared  the  increased  tax  burden  that  the  canal 
project  would  impose  upon  the  city.    The  Commission- 
ers had  recommended  that  a  portion  of  the  auction 
duties  collected  in  New  York  be  diverted  from  their 
normal  use  of  paying  for  poor  relief  in  the  city 
and  be  used  instead  as  income  for  paying  the  in- 
terest on  the  canal  debt.    NYS.  Ass. Jour.,  (1816- 
1817),  61k.   
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task  that  they  proposed  the  state  should  undertake. 
For  this  reason,  they  maintained  that  "the  counsels 
of  prudence,"  along  with  their  solicitude  for  public 
opinion,  urged  that  the  limited  project  be  undertaken 
first.     The  limited  project,  the  Commissioners  declared, 
would  enable  them  "to  bring  the  solidity  of  their  opin- 
ions to  the  touchstone  of  experiment      before  the  whole 

2 

system  is  undertaken."         Moreover,  this  middle  section 
offered  favorable  conditions  for  such  experimentation. 
The  nature  of  the  terrain  presented  only  the  simplest 
problems  in  excavation  and  drainage;  the  required  a- 
mount  of  lockage  was  small  and  therefore  precluded 
the  possibility  that  even  novices  could  commit  large 
errors.^ 


1.  Infra. ,  p.  67« 

2.  NYS.  Ass. Jour. ,  kO  Sess.,  1816-1817,  6U4.. 

3.  NY  CI. Laws,  I,  268.    The  Commissioners1  recommendation 

that  the  Champlain  Canal,  between  the  Hudson  River  and 
Lake  Champlain,  be  started  simultaneously  with  the 
middle  section  was  a  decision  based  on  technical  as 
well  as  political  reasons.    The  technical  problems 
that  would  be  encountered  on  the  Chaxplain  Canal  In 
terms  of  lockage  alone  were  somewhat  greater  than 
those  presented  by  the  middle  section.    On  the  other 
hand,  the  Champlain  Canal  presented  fewer  technical 
problems  than  any  single  "section"  that  was  under- 
taken as  a  unit  on  the  Erie  Canal,  if  the  middle 
section  is  excluded.    For  political  reasons,  it 
was  impossible  to  start  on  the  western  canal  with- 
out starting  at  the  same  time  on  the  northern  canal. 
For  twenty- five  years,  from  the  time  that  the  North- 
ern and  Western  Inland  Lock  Navigation  Companies  were 
incorporated,  western  and  northern  schemes  of  Internal 
improvement  were  thought  of  as  a  single  project,  and 
both  these  early  lock  navigation  cocrpsMes  were  in- 
corporated under  the  same  act.     In  1616  DeVltt  Clinton 
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A  whole  decade  later,  DeWitt  Clinton  justified 
the  experimental  nature  of  the  middle  section  and  the 
wisdom  of  building  it  first.     Looking  backward,  Clin- 
ton then  declared  that  in  the  early  period  of  con- 
struction, "the  services  of  civil  engineers  was  (sic) 
little  known..."  so  that  the  middle  section  became 
the  training  ground  for  ex-lawyers  and  others,  who 
soon  pained  the  reputation  of  being  the  foremost  prac- 
titioners of  canal  engineering  in  the  United  States.* 
Both  James  Geddes,  the  chief  engineer  on  the  Erie  Canal, 
and  Benjamin  Wright,  frequently  referred  to  as  "the 
father  of  American  Engineering,"  had  been  lawyers  and 
judges,  and  because  of  their  frequent  involvement  in 

cases  relating  to  contested  land  claims,  had  been  forced 

2 

to  acquire  a  knowledge  of  surveying0      Near  novices  all, 


1.  Clinton  to  P.  M.  Woolsey,  1  Oct.,  1827.  DWC  Pps. 

2.  Whitford,  op.clt. ,  788-89. 
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learned    that  inhabitants  of  the  Champlain  Valley  thought 
of  both  canals  as  a  single  project,  when  he  toured  that 
part  of  the  nor-th  country.    Logrolling,  therefore,  was 
"the  order  of  the  day.     "The  people  of  the  north  country 
are  verv  desirous  to  see  this  work  /Die  Champlain  Canal/ 
executed,"  Clinton  informed  Commissioner  Ellicott.  They 
were"willing  that  the  western  canal  shall  proceed  pari 
passu"  and  no  doubt,  this  is  what  the  legislators  or  tne 
north  country  held  out  for  in  the  Legislature.  Clinton 
to  Ellicott,  20  sePt.,  1816,  in  Severance,  ed. ,  The  Holland 
Land  Company.. «,  71. 
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the  "engineers"  filled  Canal  Commissioner  Samuel  Young 
with  fear  when,  once  construction  was  authorized,  with 
Young  accompanying  there,  t>oy  set  out  to  survey  the 
summit  level  of  the  middle  section  near  Rome,  This 
was  a  'Delicate,  important,  and  difficult"  task, 
Young  confided  to  Clinton.     "The  whole  project  hangs 
upon  an  attenuated  thread,"  which  could  "break  and 
cause  our  destruction  if  we  do  not  exercise  the  ut- 
most care,  caution  and  vigilance.    A  Mistake  in  the 
summit  level,"  declared  Young,  would  be  "irrevocable 
damnation  in  this  world. ■ 

Confidence  returned  to  Mr.  Young  only  as  a  re- 
sult of  the  spectacular  performances  of  the  amateur 
engineers.    Judge  Geddes,  for  example,  ran  a  series 
of  test  levels  for  a  distance  of  more  than  a  hundred 
miles  in  the  general  vicinity  of  Oneida  Lake;  when  he 
closed  the  traverse,  he  discovered  that  the  differ- 
ence in  levels  at  the  junction  point  was  less  than 
one  and  one  half  inches.    With  pride,  the  Commission- 
ers noted  the  "degree  of  care,  skill  and  precision 

in  the  delicate  art  of  leveling,"  which  they  believed 

2 

"had  perhaps  never  been  exceeded...."      The  "versatile 


1.  Young  to  Clinton,  11  Aug.,  1817.    PWC  Pps. 

2.  "Report  of  the  Canal  Commissioners,  31  Jan.,  1818? 

Quoted  in  Whitford,  op.clt.,  789. 


68. 


ingenuity"  of  the  engineers  was  soon  widely  hailed 

and  the  Erie  Canal  was  esteemed  as  "one  of  the  most 

excellent  schools  that  could  be  devised  for  the  study 

of  engineering. 

No  one  could  have  foreseen  the  surprisingly 

high  technical  competence  of  the  men  who  assumed  the 

duties  of  engineering  the  middle  section.    Here  was 

a  "native  treasure  unknown  until  called  for  by  the 

occasion,"  Joshua  Forman  declared;  and  the  combination 

of  the  occasion  and  the  men  produced  a  high  yield  of 

technical  innovation  that  simplified  the  more  difficult 

2 

tasks  that  lay  ahead.      New  mechanical  techniques  were 
devised  to  solve  the  special  problems  of  canal  building. 
New  tools  and  machinery  were  perfected  that  accelera- 
ted and  facilitated  the  difficult  processes  of  grubbing, 
clearing  and  excavating,  and  Canvass  White  perfected 
his  hydraulic  cement  that  would  later  reduce  the  cost 
of  constructing  locks  throughout  the  entire  canal  ays- 
tern.'     Technical  innovation  advanced  so  steadily  that 


1.  NY  Corresponding  Association  for  the  Promotion  of 

Internal  Improvements.     Pub. Poets .Relating  to 
New  York  Canals,  (N.Y.,  1U21J,  xlii;  Whitford, 
op.cit. ,  I,  "735-807* 

2.  Hosack,  Memoir. . . ,  35Un» 

3.  Whitford,  op.cit.,  I,  791;  "A  Communication  froia 

the  Canal  commissioners,  25  Jan.,  1819;"  NY  CI. 
Laws ,  I,  li.0li.-6;  "Annual  Report  of  the  Canal  Com- 
mTssioners,  31  Jan.,  1818,"  Ibid.,  371*,  377. 
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soon  the  Comml ss loners  declared  that  such  innovation 
had  to  be  anticipated  as  an  expected  by-product  of 
their  future  operations.    One  of  the  significant  achieve- 
ments in  the  construction  of  the  middle  section,  Clinton 
later  declared,  was  the  "augmentation  of  skill  and  ac- 
quisition of  experience  that  resulted"  and  that  "ulti- 
mately contributed  to  economy  and  improved  workmanship, "* 

Considering  the  pains  that  the  Commissioners 
took  to  reassure  the  public,  it  is  perhaps  surprising 
that  they  made  no  secret  of  the  fact  that  they  considered 
the  work  on  the  middle  section  experimental.    Whether  one 
favored  or  opposed  the  canals,  the  middle  section  was 
termed  an  experiment.    After  it  was  completed,  easter- 
ners who  opposed  further  construction  westward  took 
the  position  that  the  "experiment"  in  the  "art"  of 
canal  construction  was  inconclusive;  on  the  other  hand, 
an  enthusiast  like  Robert  Troup,  as  early  as  1818, 
hailed  the  success  of  the  "experiment"  and  predicted 
that  it  would  "strengthen  and  extend  public  confidence 
as  to  insure  the  undertaking  of  other  sections;"  while 
supporters  of  Clinton  looked  upon  the  middle  section 
and  the  portion  of  the  Champlain  canal  underway  by  1819, 
"as  a  demonstration  of  the  practicability  of  the  Scheme, 


1.  Clinton  to  E.  J.  Williams,  8  Nov.,  1823.  DWC  Pps. 

2.  Troup  to  Clinton,  25  Feb.,  1818.  DWC  Pps . ;  Hammond, 

The  History  of  Political  Parties...,  I,  U92-5. 
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The  Commissioners  were  highly  sensitive  to  the 
interplay  of  regional  economic  interests  and  their 
possible  effect  on  legislative  authorization  for  the 
construction  of  the  canals.     They  understood  the  ob- 
jections of  the  farmer  in  the  Hudson  River  Valley,  in 
Delaware,  Montgomery,  Schoharie,  Rensselaer,  and  Wash- 
ington counties,  who  would  oppose  internal  improvements 
that  would  open  lands  in  the  west  far  more  fertile 
than  their  own  and  that  would  provide  the  farmers  who 
cultivated  them  with  access  to  the  very  markets  in 
which  they  disposed  of  their  products.  Similarly, 
the  farmers  on  Long  Island  could  be  expected  to  oppose 
a  state  project  that  would  intensify  competition  in 
the  produce  market  of  New  York  City,  to  which  they,  too, 
customarily  sent  their  products.    Moreover,  was  there 
any  reason  to  believe  that  the  New  York  businessman 
was  especially  imaginative  in  outlook,  and  that  he 
was  not  frequently  overwhelmed  by  a  combined  timidity, 
myopia  and  parochialism  that  the  possibilities  of  an 
impending  tax  increase  immediately  would  make  manifest? 
Should  he  shoulder  a  higher  tax  burden  for  the  sake  of 
scheming  politicians  in  need  of  votes  in  western  New 
York?    And,  finally,  had  not  an  earlier  generation  of 
New  York  merchants  invested  in  the  Western  Inland  Lock 
Navigation  Company  only  to  discover  the  folly  of  trying 
to  build  public  works  that  were  well  beyond  the  techni- 
cal and  financial  capacity  of  Americans  at  the  tins? 
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Members  of  the  Legislature  from  the  City—  Peter 
Sharpe  in  the  Assembly  and  Peter  R.  Livingston  in  the 
Senate —  protested  accordingly  against  the  Commissioners 
proposal  that  part  of  the  auction  duties  collected  in 
the  city  and  earmarked  for  purposes  of  poor  relief  be 
diverted  to  the  proposed  Canal  Fund.*    Sharpe  main- 
tained that  the  city  was  already  "drained"  to  the  limit 
of  its  resources  by  taxation,  that  the  "most  respect- 
able and  opulent  of  her  merchants  are  daily  becoming 
bankrupts,"  and  that  under  such  unfavorable  conditions, 
he  regarded  the  canals  "too  great  for  the  state"  at 
the  time.      She  will  sink  under  it,"  he  declared  in 
reference  to  the  anticipated  canal  debt,  and,  allud- 
ing to  the  immensity  of  the  task,  maintained  that  "the 

magnitude  is  beyond  what  has  ever  been  accomplished  by 
2 

any  nation, ..." 

Livingston,  somewhat  less  temperate  than  his 
colleague,  declared  that  only  "a  madman,  fool  or  knave" 
would  favor  undertaking  the  construction  of  the  canals 
in  the  li$it  of  the  prevailing  high  labor  costs,  the 
uncertain  foreign  market  for  agricultural  produots 
and  the  hi£i  taxes.    He  doubted  that  the  duties  which 
the  Commissioners  recommended  to  be  allocated  to  the 
Canal  Fund  could  be  regarded  by  capitalists  as  sufficient 


1.  NYS.  Ass. Jour.,  1816-17,  6U4.. 

2.  Albany  Gazette  and  Dally  Advertiser,  16  April,  1817. 
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assurance  that  the  interest  on  their  loans  to  the  State 
would  be  paid.     The  day  of  the  speculator  would  dawn, 
warned  Livingston,  if  the  state  sought  to  execute  the 
internal  improvements  program  that  its  officials  were 
contemplating.     "From  diggers  on  up,"  all  would  be  in- 
volved in  selfish  speculation,  and  the  outcome  of  the 
enterprise  would  prove  what  Livingston  already  knew-- 
that  there  were"no  worse  managers  of  funds  than  the 
public."1 

Largely  responsible  for  weakening  eastern  op- 
position to  the  canals  was  the  fact  that  some  eastern- 
ers were  investing  in  real  estate  in  central  and  west- 
ern New  York,  and  especially  in  areas  through  which  the 
Erie  Canal  would  pass.    Wealthy  investors,  largely  mem- 
bers of  the  Federalist  party,  counted  on  office  holders 
of  similar  political  persuasion  to  support  the  proposed 
program  of  public  works.    Federalist  members  of  the 
Legislature  from  anti-canal  counties  in  the  East  found 
themselves  in  the  embarrassing  position  of  having  to 
choose  between  party  policy  and  the  hostile  sentiment 

that  their  constituents  felt  for  the  internal  improve- 

2 

rcents  projects,  and  especially  for  the  western  canal. 


1.  Ibid. 

2.  Dixon  R.Fox,  Decline  of  Aristocracy...,  148-159. 
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The  Commissioners  were  especially  resourceful 
in  the  way  that  they  rescued  the  embarrassed  Federal- 
ists from  their  painful  political  position.  Among 
their  financial  recommendations  to  the  Legislature, 
the  Commissioners  proposed  a  local  tax--  a  real  es- 
tate tax,  as  it  turned  out--  to  be  levied  on  such 
owners  of  property  who  would  benefit  especially  by 
the  construction  of  the  new  canal.    The  tax  would  be 
levied  in  the  areas  where  the  improved  transportation 
would  have  a  direct  effect  on  land  values,  which  would 
undoubtedly  rise  as  a  result  of  the  anticipated  fall 
of  transportation  costs.     While  there  seemed  to  be  an 
element  of  simple  justice  in  this  proposal,  it  attested 
as  well  to  the  Commissioners1  political  astuteness. 
Federalists  like  William  A.  Duer  and  Nathaniel  Pendleton 
of  Dutchess  County  seized  on  the  Commissioners*  pro- 
posal immediately  in  order  to  extract  from  it  as  much 
in  the  way  of  political  advantage  as  they  could.  The 
proposal  enabled  them  to  support  the  public  works  pro- 
gram in  the  Legislature,  at  the  same  time  as  it  dim- 
inished the  possibility  of  an  unfavorable  reaction 
among  their  constituents  along  the  Hudson  River.  No 
doubt  with  his  constituents  in  mind,  Pendleton  lectured 
western  representatives  on  the  essential  injustices 
that  the  canal  policy  embodied.     "Am  I  to  be  taxed 
and  my  money  expended  in  an  enterprise  which  will  be 
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of  no  value  to  me,  to  raise  the*  value  of  your  lands?" 
he  demanded.     "Can  this  be  Just?    Will  any  roan  de- 
sire it?"    Having  struck  a  vigorous  blow  for  his  con- 
stituents, which  would  yield  them  considerable  satis- 
faction when  they  read  his  speech  back  home,  Pendleton 
could  now  turn  his  attention  to  the  useful  compromise 
that  the  Commissioners  had  provided  for  legislators 
who  happened  to  share  his  awkward  position.    The  sug- 
gested real  estate  tax  would,  to  eome  extent,  redress 
the  balance  of  benefits  that  the  proposed  canal  policy 
would  bring  to  central  and  western  New  York.  Pendleton 
was  a  reasonable  man,     "With  such  a  tax,"  he  declared, 
he  "was  willing  to  begin  the  work;  but  if  the  whole 
funds  were  to  be  raised  by  the  State,"  he  would  be 
found  in  the  opposition,* 

Duer's  position  was  much  the  same  as  his  col- 
league's.   Like  Pendleton,  Duer  favored  a  land  tax, 
levied  on  real  estate  in  sections  that  would  benefit 
directly  from  the  public  works.    He  called  the  at- 
tention of  the  Assembly  to  the  fact  that  the  future 
"canal  counties"  would  experience  special  advantages 
from  the  projects  from  the  moment  that  work  on  the 
canals  was  begun.    These  sections,  he  noted,  would  be 
"greatly  benefitted  by  the  expenditure  of  money  among 


1.    Reprinted  in  Hosack,  Memoir. . . ,  UJ45-6. 
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Aheir7citizens  for  the  purchase  of  lands,  the  hiring 
of  workmen,  etc.",  Justifying,  as  far  as  this  legis- 
lator was  concerned,  "a  tax  upon  those  sections  where 
the  canal  is  first  to  be  made  and  the  money  for  making 
expended."1    Duer's  neighbor,  Elisha  Williams,  the 
Federalist  member  of  the  Assembly  from  Columbia  County 
immediately  north  of  Dutchess  County  and  also  on  the 
Hudson  River,  was  another  enthusiastic  advocate  of 
the  land  tax,  although  seemingly  with  less  reason  than 
either  Duer  or  Pendleton.     For  while  Williams  turned 
out  to  be  a  vocal  backer  of  the  tax,  he  was,  by  his 
own  admission,  a  considerable  investor  in  western 
lands,  which  he  expected  would  be  "enhanced  in  value 
four  hundred  fold"  if  the  Erie  Canal  were  to  be  ap- 
proved by  the  Legislature.     Apparently,  his  unnatural 
desire  to  be  visited  by  the  tax  collector  on  the  basis 
of  his  western  holdings  disgusted  one  opponent  of  this 
type  of  taxation,  who  realized  that  Williams  was  as 
eager  to  remain  in  the  Legislature  as  he  was  to  en- 
hance the  value  of  his  lands.     This  gentleman  declared 
that  he,  too,  "should  have  been  as  willing  to  have  his 

land  taxed  as  the  gentleman  from  Columbia,  had  fortune 

2 

favored  him  with  any  on  the  route  of  the  canals." 

1.  Albany  Gazette  and  Dally  Advertiser,  11  April,  12 

April,  T3TT. 

2.  Ibid.,  12  April,  1817. 
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It  was  Duer,  however,  who  introduced  and  led 
the  fight  for  a  section  in  the  Canal  Law  that  pro- 
vided for  a  tax  on  land  and  property  within  twenty- 
five  miles  of  the  middle  section  of  the  Erie  and  for 
the  entire  length  of  the  Champlain  Canal.     The  section 
became  a  part  of  the  law,  and  although,  as  it  turned, 
out,  the  tax  was  never  collected,  it  proved  to  be  the 
most  useful  device  that  the  Commissioners  could  sup- 
ply to  legislators  from  eastern  New  York  who  might 
otherwise  have  not— been  able  to  support  the  Canal  Law.* 

The  law  authorizing  the  construction  of  the 
canals  represented  numerous  compromises  of  a  compli- 
cated nature,  determined  by  considerations  that  were 
sectional,  political  and  technical.    The  general  scheme 
of  allocating  some  of  the  revenues  of  old  or  new  duties 
to  the  Canal  Fund,  which  had  been  incorporated  in  the 
Commissioners1  financial  plan,  was  itself  a  matter  of 
sectional  compromise,  according  to  George  Tibbetts 
who  played  a  large  part  in  formulating  the  system  of 
finance  that  was  finally  adopted,  and  may  be  taken  as 
representative  of  the  way  in  which  the  entire  law  was 
shaped.     According  to  Tibbetts,  "It  was  presumed  that 
the  City  of  New  York  (notwithstanding  her  representation 
opposed  the  canals)  must  be  more  than  compensated  by  them 

1.     NYS.  A ss. Jour. ,  I4.O  Sess.,  790. 
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for  the  loss  of  the  share  of  the  auction  duties  which 
she  had  so  long  enjoyed. . . that  the  West,  who  (sic) 
were  the  exclusive  consumers  of  the  salt  made  there, 
would  consent  to  a  heavy  tax  upon  it  rather  than  not 
have  the  canals.     That  some  of  the  towns  and  counties 
who  were  conceded  to  be  benefitted  would  consent  to 
a  small  addition  to  their  ordinary  taxes;  that  the 
state  could. . .devote  a  section  of  its  wild  lands  for 
this  purpose;  that  a  steamboat  tax  might  right  or 
wrong  be  imposed."* 

In  making  their  financial  recommendations  to 
the  Joint  Committee  on  Canals,  the  Commissioners  pro- 
posed that  they  be  divested  of  all  the  duties  and 


1.    Kosack,  Memoir. . . ,  I4.89.    Not  all  of  these  provisions 
were  included  m  the  final  act.  Cf.  NYS.  Laws, 
Ch.  CCLXII,  UO  Sess.    The  Canal  Bill  v*s  con- 
sidered in  a  Legislature  that  was  sharply  divided 
not  only  on  sectional  or  economic  and  technical 
questions,  but  politically,  as  a  result  of  the 
current  gubernatorial  campaign.     Clinton  was  a 
candidate  for  the  Governorship,  who  in  the  Judg- 
ment of  some,  was  a  man  of  shifting  political 
allegiances  and  alliances,  with  an  unusual  cap- 
acity for  incurring  an  intense  hostility  on  the 
part  of  his  enemies,  balanced,  however,  by  the 
devoted  loyalty  of  his  friends.     The  fact  that 
his  name  was  intimately  associated  with  the  proj- 
ects drew  them  rapidly  within  the  orbit  of  pol- 
itical controversy.    Under  such  circumstances, 
the  passage  of  the  car.  "  act  surprised  even  some 
of  its  devoted  advocates;  and  the  vote  in  its 
favor  in  the  Legislature  generally  was  divided 
along  party  lines.    Joseph  Ellicott  to  Clinton, 
16  April,  1817,  in  Severance,  ed.,  The  Holland 
Land  Company,  123-U;  anon.,  The  Coalition  {TTTPL) , 
l-o;  Hammond,  History  of  Political  hartles ...  ,1 
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responsibilities  for  raising,  borrowing,  or  soliciting 
funds,  thereby  reserving  for  themselves  only  the  tech- 
nical and  managerial  functions  involved  in  the  construc- 
tion of  the  canals.     They  proposed  that  a  new  board  be 
constituted  to  assume  the  duties  that  they  had  abandoned, 
and  recommended  that  the  Comptroller,  the  Secretary  of 
State,  the  Attorney-General,  and  the  Treasurer  be  made 
members  of  it.    With  the  addition  of  the  Lieutenant- 
Governor  to  the  membership  of  the  Board,  their  sug- 
gestion was  incorporated  in  the  Canal  Act.  Eventually 
designated  as  "The  Commissioners  of  the  Canal  Fund," 
the  board  as  a  unit  became  responsible  for  administer- 
ing the  financial  business  of  the  Canal  Fund. 

The  most  significant  provision  of  the  Canal 
Act  authorized  the  Commissioners  of  the  Canal  Fund 
to  borrow  on  the  credit  of  the  state.     In  this  way, 
the  projects  were  established  on  a  firmer  foundation 
than  uncertain  gifts,  donations  and  grants  could  pro- 
vide.    In  spite  of  this  provision,  the  members  of  the 
Legislature  found  it  impossible  to  abandon  their  long- 
standing expectation  of  outside  aid  which  they  had 
repeatedly  considered  as  a  possibility  during  the 
previous  decade.    By  making  it  legally  possible  for 
the  Canal  Fund  to  receive  "grants  and  donations .. .by 
the  Congress  of  the  United  States,  by  individual  states, 
corporations,  companies  and  individuals,"  they  indicated 
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their  continuing  hopes  that  some  unexpected  windfall 
might  eventually  lighten  the  financial  load  that  the 
State  would  have  to  carry. 

The  act  authorized  the  Commissioners  to  start 
operations  on  the  Champlaln  canal  and  on  the  middle 
section  first.    With  respect  to  the  middle  section, 
the  Legislature  accepted  the  recommendation  of  the 
Commissioners  calling  for  quick  action  in  purchasing 
the  rights  and  property  of  the  Western  Inland  Lock 
Navigation  Company.     The  timing  of  the  purchase  was 
left  to  the  Commissioners,  who  had  declared  in  their 
financial  report  that  "if  the  middle  section... is  made, 
before  the  rights  of  the  Western  Inland  Lock  Navigation 
Company  are  purchased,  it  may  induce  the  latter  in 
consequence  of  the  increased  value  of  their  property, 
to  rise  in  their  demands."* 


1.    NYS.  Ass. Jour. ,  I4.0  Sess.,  615.    For  the  Act,  see 
NYS  ."Taws ,      .  CCLXII,  I4.O  Sess.  The  Company's 
rights  and  property  were  acquired  by  the  state 
in  1620,  with  the  State  receiving  two-fifths  of 
the  purchase  price  as  the  largest  stockholder, 
while  the  remainder  was  distributed  among  the 
individual  investors.     As  it  turned  out,  the  Com- 
missioners* predictions  proved  to  be  correct. 
The  private  stockholders,  clearly  aware  that  the 
completion  of  the  middle  section  of  the  Erie  Can- 
al would  mean  the  dawn  of  the  long-heralded,  but 
never  realized,  era  of  prosperity  for  the  company, 
complained  at  what  they  considered  the  injustice 
perpetrated  against  them.    They  subsequently  pe- 
titioned the  Committee  of  Claims  of  the  Assembly 
for  additional  compensation,  but  to  no  avail. 
NY  CI. Laws,  I,  503,  505-6;  NYS.  Ass. Jour., 
Sess.,  263,  871,  1091;  U6  Sess.,  266.  
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Specific  revenues  were  set  aside  for  amortizing 
the  canal  debt,  and  the  law  required  as  well  that  tolls 
collected  on  the  partially  or  wholly  completed  canals 
and  on  the  facilities  of  the  private  company,  when 
these  should  become  the  property  of  the  state,  be 
used  for  the  same  purpose.     Revenues  from  duties, 
both  old  and  new,  were  allotted  to  the  Canal  Fund  in 
the  expectation  that  the  combined  receipts  would  be 
sufficient  to  pay  the  interest  on  the  funds  borrowed 
to  pay  for  the  construction  of  the  canals  prior  to  the 
time  when  an  income  from  tolls  or  from  the  sale  of  hy- 
draulic power  could  be  realized.     The  duty  on  sales  of 
salt  manufactured  in  the  western  districts,  part  of 
the  duty  on  sales  at  auction,  a  duty  on  steamboat 
passengers,  a  portion  of  the  proceeds  of  certain 
lotteries,  and  the  tax  on  lands  within  twenty-five 
miles  of  the  canals  were  expected  to  reach  a  total 
equal  to  the  amount  needed  for  interest  payments  on 
loans  during  the  early  years 


1.     NYS.Laws,  Ch.CCLXVII,  I4.O  Sess.  Cf.  NYS.  Ass.  Jour. , 
I4.O  Sess . ,  616.     Revenues  from  taxes  on  lands 
along  the  route  of  the  canals  and  from  lotteries 
were  never  realized.     The  provision  to  tax  lands 
was  suspended  by  law  until  the  time  when  the  Leg- 
islature would  direct  an  assessment  to  be  made, 
which  it  never  did.     NYS.  Laws,  Ch.  CV,  l\2  Sess, 
Lotteries  were  banned  in  the  state  under  Art. VII, 
Sect.  XI  of  the  Constitution  of  1821.    In  1820, 
the  tax  on  steamboat  passengers  was  suspended, 
and  in  its  place  the  North  River  Steamboat  Com- 
pany was  required  to  pay  $5,000  annually  into 
the  treasury  of  the  state.     Collection  of  this 
sum  ceased  in  1625,  when  the  Company  lost  its 
monopoly  rights  as  a  direct  consequence  of  the 
decision  of  the  U.S. Supreme  Court  In  the  case 
of  Gibbons  vs.  Ogden.     NYS.  Laws,  Ch.CXVTI,  43 
Sess.;  NYS.  Sen. Jour. ,  1+9  Sess. 523. 
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:hatter  iv. 

The  Cllr.ats  of  Statg  Entrerreneurghlp. 


During  the  twenty-five  year  period  that  inter- 
vened between  General  Schuyler's  initial  attempt  to 
improve  the  navigation  of  the  Mohawk  River  and  the 
later,  more  extensive  projects  that  the  state  began 
in  I6l7,  significant  changes  occurred  in  the  economy 
of  the  state  which  made  possible  the  unprecedentedly- 
large  public  works  that  the  Erie  and  Champlain  Canals 
represented.     Persisting,  however,  alongside  these 
new  developments,  were  economic  traditions  and  prac- 
tices which  provided  a  kind  of  "economic  culture" 
wherein  such  state  activities  might,  with  little  op- 
position, flourish.    This  was  a  period  of  intensified 
economic  activity,  of  changes  in  business  procedure 
and  agricultural  practices;  it  was,  above  all,  a  time 
when  the  rate  of  potential  economic  growth  was  always 
to  be  hampered  by  an  insufficient  supply  of  available 
capital.     The  abiding  mercantilistic  tradition  of 
state  aid,  which  permitted  government  subsidies  for 
new  or  old  enterprises  and  presumed  state  regulation 
and  intervention  in  the  economy,  thus  provided  a  means 
of  overcoming  to  some  extent  this  felt  deficiency. 
It  is  within  this  framework  of  new  forces  operating 
under  the  impact  of  older  traditions  that  the  state's 
bold  venture  into  entrepreneurshlp  on  Independence 
Day,  1617,  must  be  considered. 
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What  specifically  was  the  state  of  the  economy 
in  New  York  during  this  period?    Was  it  sufficiently 
mature  to  carry  the  burden  which  public  financing  of 
the  scope  required  would  impose?    What  was  the  nature 
of  the  tradition  of  state  intervention?    And,  finally, 
if  the  state  expected  to  finance  its  activities  by 
calling  on  its  citizens  to  invest  in  its  stock,  how 
widespread  was  the  habit  of  investment  in  securities 
generally,  and  would  potential  investors  be  willing 
to  entrust  their  savings  to  the  state? 

1. 

Between  1790  and  1820  the  population  of  both 
the  State  of  New  York  and  of  New  York  City  tripled, 
to  make  these  respectively  the  most  populous  state 
and  city  in  the  Union.    At  the  same  time,  the  areas 
within,  along  and  beyond  the  Mohawk  Valley  were  being 
settled  at  an  astonishing  rate.    By  1810  Peter  B. 
Porter  informed  his  fellow-Congressmen,  with  some 
exaggeration,  that  settlement  within  the  state  had 
advanced  to  its  "western  extremity . The  observable 


1.     In  only  fourteen  years,  between  1800  and  I8U4.,  the 
number  of  inhabitants  of  Madison  County  more  than 
tripled,  and  that  of  Onondaga  County  increased 
more  than  four  and  a  half  times.    Between  1790 
and  I8U4.,  the  population  of  Oneida  County  increased 
from  less  than  2,000  to  more  than  U5, 000,  and  in 
the  brief  period  between  1810  and  I8U4.,  that  of 
Genesee  County  rose  from  3,600  to  9,U00  inhabit- 
ants. Census  of  the  State  of  New  York  for  1855. 
(Albany,  1857 ) ,xxv,xxl ,xxlll ,xxiv,xxxiii ;  U.S. 
Cong.,  Debates. . . ,  11  Cong.,  2  Sesa.,1397. 
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changes  in  the  countryside,  which  had  been  wrought 
in  a  brief  period  of  time,  seemed  particularly  strik- 
ing to  Joseph  Ellicott,  the  agent  of  the  Holland  Land 
Company.     In  1810  he  described  the  route  between  Al- 
bany and  Buffalo  as  "thickly  settled  and  well  peopled;" 
he  noted  the  number  of  villages  that  were  growing  up, 
and  remarked  in  wonder  on  how  quickly  "a  whole  wil- 
derness had  been  turned  into  cultivated  fields,  mead- 
ows, and  orchards."1    Three  years  later,  Aaron  Hamton, 
travelling  across  the  state  for  the  purpose  of  inspect- 
ing lands  that  he  had  purchased  in  the  vicinity  of 
Lake  Erie,  was  similarly  impressed  by  the  "rich  coun- 
try, fine  flocks .beautiful  farms,  fine  orchards...." 
that  he  observed  during  his  trip. 

External  conditions,  especially  during  the 
period  of  the  Napoleonic  wars,  directly  affected  the 
internal  development  of  the  state.     These  were  years 
marked  by  a  high  demand  for  the  agricultural  produce 
of  New  York.     They  were  years  of  prosperity,  a  fact 
that  was  reflected  in  the  annual  trade  statistics 


1.  Robert  W.  Bingham,  ed. ,  Holland  Land  Company 

Papers:  Reports  of  Joaepn  Ellicott.  BuTTalo 
Hist. Soc. Pubs.,  mill  I  Buffalo,  191*1 ) ,  II  ,49-50. 

2.  Edna  L.  Jacobsen,  ed. ,  "Aaron  Hamton1 s  Diary.  (II)f" 

New  York  History,  XXI,  3,  32U-6. 
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of  the  country.      It  was  during  these  boom  times,  just 

a  few  years  before  the  turn  of  the  century,  that  New 

York  City  emerged  as  the  nation's  chief  port  as  measured 

by  the  quantity  of  exports  and  imports  loaded  and  un- 

2 

loaded  at  its  wharves.      Thus,  at  an  early  date,  the 
predictions  of  commercial  greatness  for  the  city,  based 
on  the  acknowledged  natural  advantages  that  its  harbor 
enjoyed  and  on  an  appreciation  of  its  highly  populated 
hinterland,  seemed  well  on  the  way  to  fulfillment.^ 

This  rapid  commercial  expansion  was  not  limited 
to  the  city.     Further  north  on  the  Hudson  River  and  on 
its  tributary,  the  Mohawk  River,  were  towns  like  New- 
burgh,  Hudson,  Catskill,  Albany,  Schenectady  and  Troy 
with  local  hinterlands  of  their  own  which  they  served 


1.  Jefferson's  embargo  of  1807-8  and  the  second  war 

with  Great  Britain  brought  to  an  end  a  long  period 
of  rapid  gain  in  the  amount  of  seaborne  commerce 
in  which  citizens  of  the  United  States  were  in- 
volved.    Timothy  Pitkin,  A  Statistical  View  of 
the  Commerce  of  the  United  states  or  America  IN.Y. , 
1817),  J6-Y,  &-k.  

2.  Margaret  Myers,  The  New  York  Money  Market  (N.Y. , 

1931),  I,kl  Robert  G.  Albion,  The  Hise~of  New 
York  Port  (1815-1860).  (N.Y.,  1939),  8.  

3.  Jedidiah  Morse,  The  American  Geography;  or  a  View 

of  the  Presen£""51truatlon  or  the  United  states  of 
America  (  Elizabe thtown,  1789),  236,  262.  Morse — 
estimated  that  the  population  of  New  York  City's 
hinterland,  in  which  he  included  half  of  New 
Jersey,  most  of  Connecticut,  and  part  of  Massa- 
chusetts, along  with  the  area  drained  by  the 
Hudson,  was  half  a  million  in  1789.    Albion  de- 
fines the  city's  hinterland  as  the  valley  of  the 
Hudson  "and  other  upstate  regions"  including  ad- 
jacent parts  of  Long  Island,  New  Jersey  and  Conn- 
ecticut, and  estimates  Its  population  for  1810  as 
1,170,000  and  for  1820  as  1,600,000.    Albion,  The 
Rise  of  New  York  Port.., ,77.   
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as  markets  or  as  trans-shipment  points  in  the  river 
trade.1    These,  too,  felt  the  quickening  pace  of 
economic  development. 

For  merchants  of  these  towns,  for  farmers  of 
the  surrounding  areas,  and  for  resident  and  non-resi- 
dent speculators  in  real  estate,  the  need  for  improved 
roads  to  maintain  contact  between  the  ever-advancing 
line  of  commercial  agriculture  and  the  river  towns  in- 
creased steadily  as  time  passed.     As  a  result,  both 
public  and  private  funds  were  invested  in  highway  con- 
struction before  the  turn  of  the  century;  and  such  was 
the  pressure  exerted  for  improved  transportation  facili- 
ties that  the  new  century  opened  with  a  truly  impressive 
turnpike  boom  that  was  a  source  of  pride  to  many  citi- 
zens.    For  example,  Benjamin  DeWitt,  the  scientist,  ex- 
pressed the  belief  that  progress  in  the  rate  of  develop- 
ment   of  internal  improvements  was  a  true  measure  of  the 
prevailing  rate  of  general  economic  development.  Writ- 
ing in  1807,  DeWitt  declared  that  "the  excellence  of 
public  highways  marks  the  degree  of  general  improvement 
in  this  country."    And  to  confirm  DeWitt* s  Judgment 
that  New  York  was  rapidly  outstripping  her  sister  states 
in  terms  of  economic  growth,  the  Secretary  of  the  Treas- 
ury in  1808  issued  data  which  indicated  that  the  Empire 
State  was  leading  all  others  in  the  total  amount  of 


1.    Ellis,  Landlords  and  Farmers.. 78-9. 
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capital  invested  in  turnpike  stock.     Shortly  thereafter, 
the  state  took  the  lead  in  the  rate  of  actual  construc- 
tion as  well.* 

The  rapid  rate  of  settlement  and  the  production 
of  a  "cash  crop"  heightened  the  market  consciousness  of 
rural  New  York,  raised  more  frequently  the  problems  of 
credit  and  investment,  and  clearly  signified  that  the 
state  as  a  whole  was  moving  toward  a  higher  plane  of 
economic  complexity  and  integration.     This  market  con- 
sciousness moved  rapidly  westward,  appearing  even  be- 
fore the  first  shipment  of  pot  and  pear  ashes  were  on 
their  way  out  of  a  newly-settled  area.     In  this  con- 
nection, Peter  B.  Porter  of  Black  Rock,  New  York  spoke 
with  authority  when  he  told  his  fellow  members  of  the 
House  of  Representatives  in  1810  of  the  basic  diffi- 
culties of  the  western  settlers.     "The  great  evil,  under 
which  the  inhabitants  of  the  Western  Country  labor," 
Porter  declared,  "...arises  from  the  want  of  a  market. 
They  have  no  vent  for  their  productions  at  home... 
being  all  agriculturists .. .and  such  is  the  present  dif- 
ficulty and  expense  of  transporting  their  productions  to 


1.     Ellis,  Landlords  and  Farmers...,  79-82,  85-8,  132-1*; 

Amer. "State  Papers,  Klsc,  1,  737;  Joseph  A.  Durren- 
berger,  Turnpikes:  A  Study  of  the  Toll  Road  Movement 
in  the  Middle  Atlantic  States  and  Maryland.  IValdosta, 

SH  Transactions  or  the  Society  Tor  the  Pro- 
motion  of  the  Useful  Arts  in  the  State  or  New  rork 
(Albany,  1807J,  1W.  
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an  Atlantic  port,  that  little  benefits  are  realized 

from  that  quarter.    The  single  circumstance  of  the 

want  of  a  market  is  already  beginning  to  produce  the 

.1 

moat  disastrous  effects.... 

Porter's  statement  reflected  the  growing  pains 
that  a  recently-settled  rural  area  of  the  state  was 
experiencing  in  making  the  shift  from  subsistence  farm- 
ing to  commercial  agriculture.     The  state  as  a  whole, 
in  fact,  east  and  west,  urban  and  rural,  was  wracked 
with  growing  pains  of  different  sorts,  which  affected 
the  thinking  of  farmers,  businessmen  and  officials  on 
varied  aspects  of  economic  affairs.    Over  a  period  of 
years,  opportunities  for  engaging  in  new  enterprises 
had  impressed  many  citizens  of  the  state;  to  undertake 
a  new  enterprise  became  a  matter  of  fusing  private  in- 
terest with  a  kind  of  high-minded  communal  responsibil- 
ity, and  those  who  did  so  were  singled  out  as  indivi- 

2 

duals  of  "public  spirit."      While  frequently  the  extent 


1.  Congressional  Debates,  11  Cong.,  2  Sess.,  1388. 

2.  Any  enterprise,  private,  mixed,  or  public,  which 

added  to,  stimulated,  or  facilitated  the  total 
productivity  of  a  community,  region,  state  or  the 
nation,  was  considered  both  a  desirable  and  patri- 
otic undertaking,  and  those  connected  with  it  were 
customarily  said  to  be  imbued  with  "public  spirit." 
For  use  of  this  phrase  specifically  in  connection 
with  internal  improvements,  see  Carter  Goodrich, 
"Public  Spirit  and  Internal  Improvements,"  Proc. 

Am.Phll.Soc.  ,  Vol.  92,  No.l;,  305-9.   

Clinton,  for  example,  used  the  phrase  "pub- 
lic spirit"  frequently.    See  Clinton  to  Got.  Worth- 
ington,  23  April,  1817;  Clinton  to  the  Governor  of 
Penna.,  20  Sept.,  1817;  Clinton  to  Richard  Riker, 
16  June,  1826.  DVC  Pps.;  see  also,  Lincoln,  ed., 
Messages  . . . ,  Ii,  iuvt>. 


of  their  boldness  exceeded  their  supply  of  capital, 
good  judgment,  or  both,  such  men  demonstrated  their 
initiative  by  petitioning  the  Legislature  again  and 
again  between  1800  and  1817  for  charters  of  incorpor- 
ation for  a  variety  of  enterprises.    During  that  time 
such  charters  were  granted  to  banks  and  insurance  com- 
panies, to  manufacturing  enterprises  for  the  production 
of  woolens,  cottons,  paints,  glass,  nails,  iron  and 
much  else.     In  addition,  the  Legislature  created  a 
good  number  of  ferry,  bridge,  aqueduct,  lock  navigation, 
turnpike  and  stage  coach  companies.    Vhile  some  of  these 
corporations  never  got  beyond  the  point  of  receiving 
their  charters,  many  others  did  and  began  to  function 
in  a  period  when  economic  activity  was  being  intensi- 
fied and  when  private,  public  and  mixed  enterprises  a- 
like  were  receiving  encouragement  on  the  basis  of  the 
visible  and  palpable  sense  of  economic  growth  that 
seemed  to  pervade  the  community,* 

By  1817,  the  year  construction  began  on  the 


1.     "List  of  all  the  incorporations  in  the  State  of  Hew 
York. . .Reported  to  the  Assembly."  NYS.  Ass. Jour. 
U2  Sess.     It  would  be  incorrect  to  conclude  that 
because  of  the  large  number  of  corporations  chartered 
for  the  purpose  of  manufacturing,  that  agriculture 
had  ceased  to  be  "the  great  business  of  the  state." 
The  real  expansion  of  manufacturing  took  place 
after  1825.    Ellis,  Landlords  and  Farmers..,,  127. 
See  also  Alexander  nick,  ed.,  History  or  T5e  State 
of  New  York  (N.Y.,  193k),  V,  3M-2bb.  


canals,  the  economy  of  New  York  State  had  reached  a 
level  of  maturity  that  made  the  claims  of  the  canal 
enthusiasts  seem  considerably  les?  visionary  than  chey 
had  appeared  to  be  before  the  war#     In  spite  of  short- 
term  fluctuations  in  business  and  trade,  the  rapid 
economic  development  of  the  state,  dating  from  the 
last  decade  of  the  previous  century,  seemed  to  justify 
the  optimistic  view  frequently  expressed  in  print  re- 
garding the  destiny  of  the  "Empire  State"  as  well  as 
its  "Great  Emporium",  New  York  City.     The  increase  in 
population,  the  rapid  settlement,  the  extension  of 
commercial  agriculture,  the  widening  commercial  ties 
within  and  without  the  state,  the  increased  total 
mileage  of  roads  and  turnpikes,  and  the  development 
of  manufactures    presented  evidence  of  past  growth 
and  a  forecast  of  things  to  come. 

2. 

The  tenets  of  laissez-faire  economics  were  sel- 
dom invoked  in  opposition  to  the  large  entrepreneurial 
role  that  the  state  assumed  in  1817.    Where  opposition 
to  the  state's  canal  projects  did  arise,  it  was  based 
strictly  on  what  appeared  to  be  a  realistic  appraisal 
of  the  economic  conditions  of  the  time,  untouched  by 
considerations  rooted  in  previously-accepted  economic 
theory.     For  example,  in  1616,  when  by  means  of  a  par- 
liamentary maneuver,  Martin  Van  Buren  succeeded  in 
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postponing  the  commencement  of  the  canals  for  a  year, 
his  explanation  for  his  action  was  the  perfectly  real- 
istic one  that  the  Commissioners  lacked  the  necessary 
data  to  begin  operations.*    Opposition  to  the  state 
projects  in  New  York  City  stemmed  largoly  from  the  be- 
lief that  an  increase  in  taxation  would  be  necessary 
in  order  to  pay  for  them.     Farmers  on  Long  Island  and 
in  the  Hudson  River  counties  feared  the  competition 

of  western  agricultural  produce  in  the  urban  market 

2 

that  the  future  Erie  Canal  would  create.      Even  the 
Reverend  John  McVickar  and  Samuel  Young,  vocal  advo- 
cates of  the  doctrine  of  laissez-faire  during  this 
period,  enthusiastically  supported  the  movement  for 
the  Erie  and  Champlain  canals,  despite  the  philosophical 


1.  By  1817,  while  most  members  of  his  own  party  continued 

to  oppose  the  Clintonian  canal  policy,  Van  Buren  took 
what  he  declared  was  an  independent  course  and  voted 
in  favor  of  the  canals.    He  later  called  this  vote 
"one  of  the  most  important .. .he  ever  gave  in  hia 
life."    NYS.  Sen. Jour. ,  39  Sess.,299;  Eosack,  Memoir. . . , 
U37,  1*53;  John  C.  Kltzpatrick,  ed.,  "The  Autobiog- 
raphy  of  Martin  Van  Buren,"  Annual  Report  of  the 
American  Hist. Ass.  for  the  Year  1^10.  i Washington, 

i^uj,  ii,  an  

2.  Robert  Troup  to  DeWitt  Clinton,  25  Feb.,  1818.  DWC  pps.; 

Hosack,  Memoir. . . ,  U32;  Hosack  gives  a  speech  delivered 
by  Judge  Pendleton  of  Dutchess  County  in  which  the 
Judge  expressed  his  fears  that  the  canals  would  de- 
press real  estate  values  in  the  Hudson  River  Valley. 
Ibid. ,  I44.6.  Infra.  9 
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contradiction  Involved. 

The  case  was  actually  to  the  contrary.  New 
York's  heritage  of  a  raercantilis tic  ideology,  scarcely 
influenced  by  whatever  laissez-faire  opinion  existed, 
provided  a  hospitable  culture  in  which  the  stated 
entrepreneurial  ambitions  might  flourish  and  develop. 
Severance  of  its  political  ties  with  Great  Britain 
did  not  mean  that  the  state  rejected  its  provincial 
economic  traditions;  nor  was  there  during  the  Revolu- 
tion and  the  period  of  the  Confederation  any  attempt 


1.    When  McVickar  expressed  his  enthusiasm  for  the  state 
enterprises,  he  side-stepped  the  obvioug  fact  that 
from  the  point  of  view  of  theory,  his  support  of  the 
projects  was  completely  at  variance  with  his  own 
well-known  principles.    Perhaps  because  Young  served 
as  a  Cqnal  Commissioner,  he  felt  the  inconsistency 
of  his  position  more  keenly  than  McVickar  and  was 
driven,  therefore,  to  explain  his  brief  excursion 
into  the  normally  forbidden  area  of  state  enterprise 
in  a  lengthy  address  that  he  delivered  at  Union  Col- 
lege in  1826.     See  James  R.  McCulloch,  ed.,  Outlines 
of  Political  Economy. . .By  Rev.  John  McVickar. 

By  103U,  Young  considered  "internal  improve- 
ment. . .eternal  taxation"  and  warned  against  govern- 
ment "entering  into  competition  with  individual 
labor  and  individual  interest."    He  strenuously  op- 
posed further  state-financed  canal  projects,  although 
he  Justified  his  earlier  support  of  the  Champlain  and 
Erie  Canals  because  of  what  seemed  their  unique  poten- 
tiality "to  amply  indemnify  the  state  for  their  cost." 
NTS.  Ass. Poets. ,  53  Sess.,  II,  Doc.  No. 195,  2,  15,  19. 
For  a  discussion  of  McVickar  and  Young  and  the  "Nor- 
thern Tradition  of  Laissez-Paire , "  see  Joseph  Dorfman, 
The  Economic  Mind  in  American  Civilization,  1606-1865. 
I9ggn  11,  bl2-b2*>;  Supra.,  42.  
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to  narrow  the  bounds  of  economic  activity  within  which 
the  state  was  expected  to  operate.    The  war-time  emer- 
gency and  the  peace-time  depression  that  followed  gave 
rise  often  to  situations  in  which  the  state  was  forced 
to  act.    Between  the  outbreak  of  fighting  in  1775  and 
Washington's  assumption  of  the  presidency  in  1789,  the 
Legislature  frequently  intervened  between  buyer  and 
seller,  debtor  and  creditor,  or  simply  asserted  Itself 
as  a  force  in  the  economy.    It  fixed  prices  and  wages, 
issued  bills  of  credit,  authorized  the  confiscation 
and  sale  of  loyalist  property,  seized  supplies  for 
military  use,  granted  bounties  to  stimulate  manufactures, 
regulated  weights  and  measures,  and  levied  discrimina- 
tory duties  on  imports  entering  the  port  of  Hew  Yorlr 
in  British  ships. * 

"To  preserve  the  reputation"of  the  state's  ex- 
ports, a  series  of  legislative  acts  dating  from  the 
period  of  the  Confederation  and  extending  well  into 
the  next  century  was  passed.    These  acts  provided  for 
the  inspection,  grading,  and  branding  of  specified 
products  and,  at  times,  established  packing  require- 
ments as  well,  in  order  to  assure  minimum  standards 


1.    Thomas  C.  Cochran,  New  York  and  the  Confederation 
(Phila.,  1932),  31-^,  Jb-/,  51-^,  bk,  ib^n,  lb/j 
Alexander  Flick,  Ed.,  History  of  the  State  of 
New  York...,  IV,  125-6,  Ij!?',  1J9,  IkJ-kl  Hi  chard 
3.  Korrls,  Government  and  Labor  in  Early  America, 
(N.Y. ,  1914-6),  lZb;  Merrill  Jensen,  The  Sew 

Nation:  A  History  of  the  United  States  During  the 
Confederation,  1761-178^.  1<W>J,  Tfffj  W. 

sales  at  auction  ana  rates  of  wharfage  and  cranage 
in  the  port  of  New  York  were  also  regulated,  FYS. 
Laws,  Ch.  IV,  XXXII,  7th  Sess.;  XXV,  7th  Seat. 
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of  quality  for  products  of  the  state  destined  for 
overseas  consumption, * 

As  in  commercial  matters,  so,  too,  in  matters 
of  a  financial  nature,  the  Legislature  of  the  state 
conformed  to  its  mercantilistic  tradition  of  aid,  regu- 
lation and  intervention  in  the  economy.    After  the  Rev- 
olution, the  necessity  to  alleviate  the  "great  difficul- 
ties" that  arose  because  of  "a  want  of  sufficient  cir- 
culating medium"  as  a  result  of  the  "late  calamitous 
war,"  became  a  matter  for  the  urgent  consideration  of 
the  Legislature.    To  meet  the  problem,  the  Legislature 
authorized  the  issue  of  L200,C00  in  bills  of  credit, 
and  empowered  county  loan  officers  (collectively)  to 
disburse  a  maximum  of  three-quarters  of  this  sun  in 
loans  to  individuals  mainly  on  the  security  of  unen- 
cumbered real  estate?    Six  years  later,  when  the  new 


1.  Before  the  turn  of  the  century,  provision  was  made  for 

the  Inspection  of  wheat,  flour,  meal,  bread,  dressed 
meats,  staves,  headings,  timber,  board,  flaxseed, 
pot  and  pearl  ashes,  butter  and  lard  that  were  in- 
tended for  export.  Sidney  I.Pomerantz,  New  York:  An 

American  City,  1783-1803.  A  Study  in  Urban  Life.  

tN.Y.,  IVjJO;,  lbb-b,  loon. 

Added  to  this  list  after  the  turn  of  the  century 
were  fish  (1807),  fish  oil  (1818),  hops  (1819), 
leaf  tobacco  (1828).    There  was  also  provision  made 
for  inspection  of  produce  destined  for  the  domestic 
market,  as  in  the  case  of  distilled  spirits  (1814),  hay 
(1828),  and  unslaked  lime  (1829).  The  inspection  of 
sole  leather  was  provided  for  in  178U.  NYS.  Laws, 
Ch.  XXVI,  7th  Sess.;  CLXXX,  30  Sess. ;CXXXI.  37  Sess.; 

Ch.LXX,  I4.I  Sess.;  CXIX,  I4.2  Sess.;  CLXI,  kk  Sess.; 
CCLXXV,  51  Sess.;  CCLXVII,  51  Sess.;  LIII,  52  Sess.; 
CLII,  52  Sess. 

2.  The  annual  interest  rate  was  5%.    Plate  was  also  accepted 

as  security.    The  remaining  i 50,000  according  to  the 
law  was  to  be  used  as  part  payment  of  Interest  owed 
to  citizens  of  New  York  on  the  state  and  continental 
debt.  hys.  Laws,  Ch.  XL,  9  Sess. 
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federal  Constitution  was  already  in  effect,  which  pro- 
hibited the  emission  of  bills  of  credit  by  states,  New 
York  lent  instead  "money  belonging  to  the  people." 
In  much  the  same  way,  the  state  aided  distressed  in- 
dividuals in  1808  when  Jefferson's  embargo,  a  disas- 
trous experiment  in  economic  warfare  as  far  as  the 
domestic  economy  was  concerned,  brought  about  an  al- 
most total  cessation  of  foreign  commerce  and  a  severe 
2 

depression. 

The  state  also  made  loans  to  individuals  or  cor- 
porations engaged,  or  proposing  to  engage,  in  manu- 
facturing.   These  were  usually  direct  loans  authorized 
by  special  acts  of  the  Legislature,     Initially,  the 
source  for  such  aid  was  the  unappropriated  funds  of 


1,  These  loans  were  made  in  suras  not  less  than  130 

nor  more  than  1300,  at  an  annual  rate  of  interest 
of  6%,  with  mortgages  on  improved  lands  taken  as 
security.     NYS.  Laws ,  Ch.  XXV,  15  Seas. 

2.  The  state  borrowed  $i+l;l, 144-1 »  which  it  loaned  to  in- 

dividuals through  county  loan  officers  in  1808. 
The  amount  that  the  state  had  borrowed  could,  ac- 
cording to  the  Comptroller,  be  repaid  if  necessary 
out  of  a  much  larger  debt  of  more  than  $1,262,000 
owed  to  the  state  by  the  Bank  of  New  York,  NYS. Ass. 
Jour.,  32  Sess.,  81.    The  interest  rate  on  these 
loans  was  7%  per  annum  and  they  were  limited  to  sums 
varying  from  $50  to  $500.     NYS,  Laws,  Ch.CCXVI,  31 
Sess.     In  l83lj.f  a  Joint  committee  of  both  houses  of 
the  Legislature  cited  the  pecuniary  distress  that 
had  prevailed  in  1786  and  in  1808  and  approved  the 
extension  of  credit  facilities  that  the  state  had 
granted  at  those  times  for  the  "welfare  and  pros- 
perity" of  its  citizens.  NYS.  Ass. Poets. ,  57  Sess., 
IV,  Doc.  No. 350,  7,9;  NYS.  Sen. Poets.,  bo  Sess.,I, 
Doc.  No.  25 t  2. 
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the  treasury;  beginning  about  1807,  loans  to  manufactur- 
ers more  frequently  were  made  from  the  resources  of  the 
Common  School  Fund.*    Clearly,  patronage  of  manufactures 
by  the  state  was  accepted  as  a  normal  and  desirable 
function  of  the  government.    As  early  as  1790,  for 
example,  when  the  Legislature  granted  a  manufacturer 
of  earthenware  a  loan,  it  declared  that  it  did  so  be- 
cause "the  establishment  of  useful  manufactures  is 
closely  connected  with  the  public  weal"  and  that  "it 
is  desirous  to  encourage  the  same."    This  policy  was 
reasserted  in  action  by  several  suoceeding  legislatures 
during  the  1790fs,  which  were  ready  to  grant  the  few 
requests  that  manufacturers  made  for  loans  out  of 
state  funds.2    Only  the  fact  that  the  first  flowering 


1.  The  Common  School  Fund,  established  by  law  in  180$, 

for  the  support  of  the  common  schools,  originally 
consisted  of  500,000  acres  of  land  which  the  sur- 
veyor-general was  authorized  to  sell.  Periodically, 
additional  sources  of  income  were  added  to  the  Fund. 
According  to  the  Annual  Reports  of  the  Comptroller, 
the  Fund  in  1812  amounted  to  $558,000;  in  iQlk,  to 
$882,000;  in  1817,  to  $982,000.    KYS.  Laws,  Ch.  LXVI, 
38  Sess.;  NYS.  Ass. Jour. ,  35  Sess.,  86;  37  Sess.,  273; 
kO  Sess.,  213;  Don  c.  bowers,  The  Financial  History  of 
New  York  State  from  1769  to  19"!^'.  (Studies  In  History, 
hcon. ,  ana  hub. Law.  col.  Univ.,  N.Y.,  19114..  Vol.  LV1I, 
So.  d),  dbj-k.  

2.  An  Act  to  aid  manufactures  in  1793  began  with  the 

following  preamble:     "Whereas  cotton,  linen,  and 
glass  manufactories  have  been  established  in  this 
state;  and,  whereas,  it  is  proper  to  encourage  the 
same  with  a  loan  of  money...."    Five  specific  grants* 
in-aid  of  manufactures  were  authorized  in  the  1790* s 
for  a  total  maximum  sum  of  118,000.    In  addition,  the 
Albany  Glass  Vorks  was  exempt  from  taxation  for  a 
period  of  five  years,  and  its  agents,  superintendents, 
workmen  and  artificers  were  released  from  highway  and 
Jury  duty,  and  from  service  in  the  militia  except  in 
cases  of  invasion.    NYS.  Laws,  Ch.  LVI,  13  Sess.; 
Ch.  XLVII,  16  Sess.;  Ch.  TUT,  18  Sess.;  Ch.  LIV,  19  Sess. 
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of  manufactures,  In  New  York  as  in  New  England,  took 
place  under  the  hot-house  conditions  generated  by  the 
European  wars  towards  the  end  of  the  first  decade  of 
the  new  century  delayed  more  extensive  state  support 
for  manufactures  until  that  time.     Th6n  there  began 
not  only  a  shift  of  capital  from  commerce  to  manufactur- 
ing as  a  result  of  the  disruption  of  foreign  trade  and 
the  accompanying  reduction  of  British  imports,  but  also 
the  emergence  of  a  class  of  would-be  manufacturers  who 
possessed  a  highly-developed  entrepreneurial  sense,  if 
little  capital.    Such  men  sought  aid  from  a  sympathetic 
Legislature  with  success,  partly  because  of  the  time- 
liness of  their  requests  and  partly  because  the  encourage- 
ment of  manufactures  was  accepted  state  policy.  Jonas 
Morgan  and  Ebenezer  Walbridge,  for  example,  proposed  to 
establish  an  iron  manufactory  but  were  embarrassed  by  the 
"great  expense  and  risk  attending  the  erection  of  such 
works."    Similarly,  Benjamin  Peck  and  Job  Wilkinson  would 
engage  in  the  manufacture  of  cotton  cloth,  but  found  that 
the  "expenses"  involved  would  "be  greater  than  they 
/could/  meet;"    Charles  Joy,  who  already  operated  a 
plant  for  spinning  hemp,  linen  and  twine,  could,  he 
claimed,  with  increased  capital  add  to  its  "public 
utility V  by  making  it  "more  extensive."    To  these 
petitioners,  the  Legislature  authorized  loans  in  1807 


and  1808. 1    Eventually,  as  the  European  wars  began  to 
Impinge  more  directly  on  American  interests,  and  as 
British  "depredations,"  the  Embargo,  the  Continental 
System,  and,  finally,  the  Var  of  1812,  succeeded  each 
other  as  effective  factors  in  shaping  the  conditions 
of  overseas  trade,  the  encouragement  of  manufactures, 
which  had  long  been  considered  to  be  in  the  "public 
interest,"  also  became  a  matter  of  patriotism;  the 
result  was  a  considerable  enlargement  of  state  aid 

2 

to  manufactures,  particularly  during  the  war  years. 

Between  1812         1816,  the  Legislature  authorized 
twenty-eight  loans,  amounting  to  a  total  of  $1U3,500, 
whose  primary  objective  was  the  encouragement  of  the 
manufacture  of  cotton  and  woolen  cloth  and  iron  and 
steel  products  within  the  state.      In  other  ways  at 
well,  the  Legislature  extended  a  helping  hand  to  man- 
ufacturers.    In  1811,  a  general  incorporation  law  was 
enacted,  by  virtue  of  which  one  hundred  twenty-nine 
charters  were  granted  to  manufacturing  corporation! 
between  1811  and  1818;  cotton,  woolen  and  linen 


1.  NYS.  Laws,  Ch.  CLXXVIII,  30  Sess.;  Ch.  CXLVIII, 

31  Sess.    Morgan  and  Walbridge  received  the  total 
sun  requested.    The  Comptrollers  Report  is  un- 
clear regarding  the  actual  distribution  of  funds 
to  Peck,  Wilkinson  and  Joy,  although  it  is  cer- 
tain that  one  or  all  of  the  firms  received  the 
requested  loan.    NYS.  Ass. Jour. ,  33  Sess.,  167; 
37  Sess.,  81.   

2.  NYS.  Laws,  Ch.  CLXXXVT,  31  Sess.;  Flick,  ed.,  History.. 

of  New  York,  V,  3UU-5.   
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manufactories  were  exempt  from  taxation,  and  manufactur- 
ers of  such  products  and  their  employees  were  exempt 
from  Jury  duty  and  service  in  the  militia.  Occasional- 
ly, machinery  and  materials  for  manufacturing  were  de- 
clared by  law  free  from  seizure  for  the  payment  of 
debts,  and  the  Legislature  showed  considerable  leniency 
in  extending  the  periods  of  time  in  which  the  principal 
of  loans  that  it  made  to  manufacturers  had  to  be  repaid." 
Agriculture,  "the  first  and  best  pursuit  of  man," 

also  received  the  benefits  of  state  patronage  during  the 

2 

second  and  third  decades  of  the  century  in  New  York. 
It  was  widely  believed  at  the  time  that  the  productivity 
of  agriculture  could  be  greatly  improved  if  the  farmer 
were  educated  in  the  latest  methods  of  scientific  cul- 
tivation and  if,  at  the  same  time,  he  could  somehow  be 
instilled  with  a  "spirit  of  emulation."    The  knowledge 
of  improved  techniques  of  cultivation  combined  with  ft 
more  acute  desire  to  excel,  it  was  believed,  could  not 
fail  to  raise  the  standards  of  "husbandry"  throughout 
the  state  and  the  nation.^    To  help  attain  these  ends, 


1.  NYS.  Laws,  Ch.LXVII,  3k  Sess.;  Ch.LXIV,  l|X>  Sess.; 

Ch.  CCII,  38  Sess.;  Ch.CCXIV,  31  Sess.;  Ch.CXLIV, 

kO  Sess.    Aaron  Clark,  List  of  all  the  Incorporations 

of  New  York.  Bound  with  mxs.  Ass. Jour.,  k2  Sess.,  /j.V-53. 

2.  The  quote  is  Clinton's.  C.Z.Lincoln,  ed.,  Messages.... 

II,  898.   

3.  The  prevailing  mode  of  thought  may  be  illustrated  by 

the  following  excerpt  from  the  Preface  of  the  Memoirs 
of  the  Board  of  Agriculture  of  the  State  of  New  York, 
11  \ Albany,  1023 ):     "Our  farmers,  in  striving  to  ex- 
cel  each  other,  learn  how  to  put  their  lands  into 
the  most  productive  way,  with  the  most  economical 
means . " 


9©. 


the  state  regularly  contributed  funds  to  the  Society 
for  the  Promotion  of  the  Useful  Arts,  whose  membership 
consisted  largely  of  gentleman-farmers  of  a  scientific 
and  intellectual  cast  of  mind,  among  whom  the  average 
"dirt"  farmer  would  have  been  conspicuously  out  of  place. 
Its  members--  men  like  Robert  R.  Livingston,  Stephen 
Van  Rensselaer,  David  Hosack  and  Samuel  L.  Mitchell- 
were  greatly  Impressed  by  the  revolutionary  advances 
that  had  been  achieved  in  English  agriculture,  and 
they  sought  to  popularize  in  their  Transactions  the 
findings  of  Young,  Tull,  Bakewell  and  Townshend, 
English  pioneers  of  scientific  farming.* 

The  state  also  provided  the  funds  for  premiums 
which  the  Society  offered  for  the  home-manufacturing 
of  woolens,  stipulating  that  the  wool  used  had  to  be 
produced  in  the  county  where  the  contestant  resided. 
This  was  part  of  the  Society's  effort  to  Improve  the 
quality  and  quantity  of  farm  production  and  to  stimulate 


1,    For  lists  of  officers  and  members  of  the  Society,  see 
the  various  volumes  of  its  Transactions  of  the  Soci- 
ety for  the  Promotion  of  the  Useful  Arts  in  the  State 
of  New  York  [  Albany,  lyvz-ioiyj,  where  names  or  Mew 
York's  outstanding  scientists,  Intellectuals  and 
public  figures  appear  conspicuously.    Members  vera 
often  in  correspondence  with  the  English  agricultural 
writers;  for  example,  Robert  R.  Livingston  corres- 
ponded with  Arthur  Young,  Transactions, . . ,  I,  163-8. 
Also  see  Ellis,  Landlords  and  farmers..,,  98-9.  Tna 
state  contributed  runds,  too,  towards  the  publication 
of  the  Society's  Transactions.    See  NYS,  Laws,  Ch. 
CLXXXIII,  30  Sess.;  Ch.  CCXLVII,  3k  Sesa.T"CH.CCLX7I, 
38  Sess. 
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the  spirit  of  competition  among  farmers  in  connection 
with  sheep  raising  and  the  manufacture  of  woolens. 
Over  an  eleven-year  period,  between  1809  and  1819, 
the  Legislature  appropriated  $23 #000  for  this  purpose. 
The  form  that  state  aid  to  agriculture  finally 
took  in  1819,  however,  was  more  influenced  by  the 
"Berkshire  Plan"  than  by  the  relatively  limited  ef- 
forts of  the  Society  for  the  Promotion  of  the  Useful 
Arts.    This  plan,  advanced  by  Elkanah  Watson,  also 
accepted  as  its  central  principle  the  belief  that  by 
stimulating  the  farmer's  competitive  instincts,  the 
products  of  agriculture  would  automatically  improve 
both  qualitatively  and  quantitatively.    Watson  urged 
that  premiums  be  awarded  in  as  many  categories  of 
agricultural  production  as  possible:    for  the  best 
crops,  animals  and  household  manufactures.    An  im- 
portant aspect  of  the  plan  was  the  annual  county  fair, 
organized  under  the  auspices. of  the  local  county  agri- 
cultural society,  where  the  exhibition  of  the  prize- 
winning  animals  and  produce,  along  with  suitable 
public  presentation  of  awards,  was  expected  to  give 


1.    NYS.  Laws.  Ch.  CLXXXVT,  31  Sess.,  8  April,  1808; 
Ch.  Cl'XIX,  35  Sess.,  19  June,  1812;  Ch.  CCXL,  UO 
Sess.,  15  April,  1817.    For  the  Act  of  5  April, 
1810,  see  Transactions. . . ,  III,  230-4.  Between 
1809  and  1815,  of  a  total  of  $20,965  of  state 
funds  awarded  for  premiums,  $19,614-5  went  to  pro- 
ducts of  home  manufacture  and  the  rest  to  those  of 
manufactories.     Ibid. ,  IV,  Appendix,  6;  III,  226-50. 
Approximately  $3,-JOU  m  addition  was  granted  In  pre- 
miums for  the  same  purpose  during  1815  and  1819, 
Ibid.,  IV,  235-14.0. 
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the  farmer  increased  incentive  for  even  greater  achieve- 
ments.   The  first  fair  of  this  kind  in  the  state  of  Hew 
York  was  held  in  Coopers  town  in  1817,  where  an  enthusi- 
astic audience  heard  Watson  predict  that  the  Berkshire 
Plan  would  soon  spread  throughout  the  atate  and  nation 
"either  through  national  or  state  patronage."*' 

In  numerous  counties  throughout  the  state,  agri- 
cultural societies  were  formed,  based  on  local  ties  of 
friendship  and  kinship,  until  it  became  clear  that  the 
movement  to  found  such  societies  wai  statewide.  The 
societies  won  the  approval  of  men  in  high  places; 
Governor  Clinton  esteemed  them  highly,  and  emphasized  the 
close  connection  that  he  felt  existed  between  the  estab- 
lishment of  such  societies  and  "the  prosperity  of  the 

2 

agricultural  interest."      Therefore,  it  was  not  unex- 
pected that  after  warning  against  "proscribing"  the 
the  farmer  from  sharing  in  the  "bounty  of  the  state," 
Clinton  should  have  recommended  a  plan  of  agricultural 
aid  in  which  the  county  societies  would  participate 


1.  Elkanah  Watson,  History  of  the  Rise,  Progrest  and 

Existing  Condition  of  the  Western  Canals  in  the 
THate  of  hew  York. .  .Together  with  the  Hlse...of 
TTodern  Agricultural  Societies  on  the  Berksnire 
System...  Ulbany,  lo20),  107,  1^>0;  Clifford  Lord, 
"Elkanah  Watson  and  New  York's  First  County  Fair,* 
New  York  History,  XXIII,  Ho.ii,  U37-14-8;  Bidwell  and 
Falconer,  History  of  Agriculture...,  187-8. 

2.  Ellis,  Landlords  and  Farmers...,  139;  Clinton  to 

James  Cooper,  1  Oct.,  lOiy;  Clinton  to  James 
Maclntyre,  7  Sept.,  1519;  Clinton  to  LeRay  de  Chau- 
mont,  12  June,  1818.    DWC  Ppa. 
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extensively  and  that  the  plan  should  have  won  the  appro- 
val of  the  Legislature.1    By  1819,  the  State  was  com- 
mitted to  a  policy  of  matching  amounts  of  money  raised 
by  the  societies  by  means  of  voluntary  contributions 
up  to  a  stipulated  maximum,  provided  that  the  funds  so 
raised  would  be  used  for  the  purpose  of  awarding  pre- 
miums to  farmers  who  participated  in  county-wide  com- 
petitions,2   3etween  1819  and  1825,  the  state  expended 
$U2,000  for  this  kind  of  aid.     It  also  allotted  further 
sums  to  a  Board  of  Agriculture,  comprising  the  presi- 
dents of  the  county  societies,  which  distributed  "useful 
seeds"  and  which  published  several  volumes  of  articles 
on  animal  husbandry,  plant  pathology,  entomology,  irri- 
gation and  other  subjects  of  interest  to  the  farming 
population.^ 

Many  "practical  farmers"  believed  that  the  state's 
program  was  unsound.     They  suspected  "book  farming*  and 


1.  Lincoln,  ed.,  Messages . . . ,  II,  969. 

2.  A  total  of  $10,000  per  annum  was  the  amount  allotted 

to  the  county  societies  under  the  Act  of  1819.  NYS. 
Laws,  Ch.  CVII,  1*2  Sees. 

3.  NYS.  Sen. Jour. ,  1*9  Sess.,  176-83;  The  societies  were 

actually  entitled  to  $60,875  between  1819  and  1825, 
but  apparently  failed  to  raise  sufficient  funds  by 
voluntary  subscriptions  which  would  have  made  them 
eligible  for  the  total  amount  of  state  aid  available. 
NYS,  Laws ,  CVII,  I4.2  Sess.    Three  volumes  of  articles  - 
were  published.     See  Memoirs  of  the  Board  of  Agri- 
culture..., I-III  (Albany,  1821,  1823,  1826J.  — 
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pointed  out  that  gentleman-farmers,  who  could  easily 
afford  to  ignore  the  high  costs  that  would  normally 
ruin  the  average  dirt  farmer,  came  off  with  the  prizes 
in  the  county  competitions.*    The  state,  however,  was 
guided  by  prevailing  practice;  when  it  adopted  its 
methods  of  extending  aid  to  agriculture,  it  naturally 
chose  those  which  were  most  familiar  to  its  citizens. 

Evidence  indicating  to  what  extent  the  tradition 
of  state  intervention  in  the  economy  persisted  was  clear- 
ly reflected  in  the  Comptroller's  Report  of  l8l?»  which 
listed  specific  investments  and  revenues  showing  numer- 
ous close  economic  ties  of  the  state  with  its  citizens. 
Private  individuals  and  officers  of  corporations  made 
interest  payments  on  state  loans  totalling  more  than 
$1,500,000  in  1817.    Similarly,  a  large  number  of  in- 
dividuals who  had  purchased  public  lands  and  whose 
mortgages,  which  were  held  by  the  state,  collectively 
amounted  to  $950,000  were  annually  reminded  of  this  in- 
timate economic  relationship  when  they  made  their  in- 
terest payments  to  the  treasury.    As  an  investor,  the 
state  held  $833,000  of  3#  United  States  stock,  but 
it  did  not  restrict  its  investments  to  public  securities 
alone.    The  state  also  owned  stock  in  fifteen  banks,  an 
investment  totalling  three-quarters  of  a  million  dollars. 


1.    Bidwell  and  Falconer,  History  of  Agriculture...,  186, 
192.  '  
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In  1817,  this  investment  yielded  handsome  dividends, 
with  some  banks  paying  as  high  as  nine,  ten,  and  eleven 
per  cent  interest.     In  addition,  public  funds  amounting 
to  $107,625  were  invested  in  two  lock  canal  companies, 
of  which  sum  $92,000  represented  an  investment  in  the 
Western  Inland  Lock  Navigation  Company  that  paid  a 
dividend  of  3#  that  year.     Revenues  for  the  same  twelve- 
month period  yielded  by  the  state-owned  salt  works 
amounted  to  $11,500.     The  state  leased  the  sites  and 
the  use  of  salt  water  to  private  operators,  who  were 
closely  supervised  by  a  state  superintendent  and  a 
corps  of  inspectors.     Clearly,  the  entrepreneurial 
role  of  the  state  was  well-established;  the  only 
change  that  canal  construction  and  operation  would 
entail  would  be  a  change  in  form  and  extent,  but  would 
scarcely  involve  a  change  in  economic  tradition.* 

3. 

Investment  in  a  variety  of  undertakings  was  a 
commonplace  of  American  economic  life  in  the  first  and 
second  decades  of  the  19th  century.    If  its  intricacies 
as  far  as  overseas  trade  was  concerned  were  understood 
and  practiced  by  only  a  select  set  of  merchants  in  the 
eastern  cities,  almost  every  one  else  was  able  to  cope 


1.    NYS.  Ass  .Jour. ,  I4.I  Sess.,  520;  W.  Freeman  Oalpin, 
"The  (ienesls  of  Syracuse,"  Hew  York  History,  XXX, 
No.  1,  19-32;  Joseph  Hawley  Murphy,  "The  Salt  In- 
dustry of  Syracuse —  a  Brief  Review,"  Ibid.,  XXX, 
No.  3,  3014.-15.   
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with  the  kind  of  investment  that  land  speculation  en- 
tailed.   Undoubtedly,  it  was  this  form  of  investment 
that  had  educated  the  average  American  as  to  the  means  by 
which  he  could  use  his  own  savings,  or  those  of  others, 
advantageously;  and  for  those  who  may  have  had  moral 
scruples  about  engaging  in  this  form  of  gambling,  which 
frequently  took  on  the  proportions  of  a  national  dis- 
ease, he  had  only  to  note  the  speculations  of  such 
founding  fathers  as  Washington,  Robert  and  Gouvemeur 
Morris,  Philip  Schuyler,  Benjamin  Franklin,  Patrick 
Henry,  James  Wilson  and  others,  in  order  to  set  his 
mind  at  rest.*    These  men,  of  course,  had  only  carried 
on  a  tradition  that  reached  far  back  into  colonial  history. 


1.  For  Washington's  interest  in  land  speculation  and  his 

concomitant  advocacy  of  internal  improvements,  which 
usually  accompanied  such  an  interest,  see  Herbert  B. 
Adams,  "Maryland's  Influence  upon  Land  Cessions  in 
the  United  States,"  Johns  Hopkins  Univ. Studies  in 
Hi st. and  Pol.Scl. ,  3rd  Series,  i,  ana  wayiand 

P,  Runaway,  History  of  the  James  River  and  Kanawha 
Company  (N.Y. ,  ,  10-27.     The  first  president 

also  realized  the  potentialities  of  the  Great  Lakes- 
Mohawk-Hudson  River  system  as  a  basis  for  Internal 
improvements,  as  indicated  in  his  letter  to  the  Mar- 
quis de  Chastellux  in  W.  C.  Ford,  ed.,  The  Wrl tinge 
of  George  Washington  (N.Y.,  1891),  X,  J  are* 

B.  sparks,  ed. ,  TKjjj  Life  of  Gouvemeur  Morris  (Bos- 
ton, 1832),  I,  3!?1-Z»  Ann  Cary  Morris,  The  Diary  and 
Letters  of  Gouvemeur  Morris,  (N.Y.,  188b),  11,  378; 
Josephine  Mayer  and  Kobert  A.  East,  "The  Settlement 
of  Alexander  Hamilton's  Debts,"  New  York  History, 
XVIII,  K0.I4.,  379-83;  Aaron  M.  Sakolski,  The  Great 
American  Land  Bubble  (N.Y. ,  1932),  1-53;  Joseph  S. 
Davis,  Essays  in  the  Earlier  History  of  American 
Corporations  iCamb.,  1917  J,  1,  iyo;  Ellis,  Land- 
lords and  Farmers...,  ill-12. 

2.  Sakolski,  The  Great  American  Land  Bubble.., ,  Ch.  I. 
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Under  the  tutelage  of  Alexander  Hamilton,  the  edu- 
cation of  Americans  in  the  ways  of  finance  and  investment 
was  greatly  advanced.    Hamilton's  financial  program  for 
placing  the  credit  of  the  nation  on  a  sound  footing  gave 
many  Americans  their  first  experience  with  government 
securities  and  bank  stock,  the  impact  of  which  was  far- 
reaching  and  profound.    By  the  end  of  1790,  the  appear- 
ance of  government  securities  unleashed  a  "rage  of  specu- 
lation," which  disrupted  the  orderly  processes  of  business. 
Newspapers  were  filled  with  articles  on  "scriptomania," 
"scripponomy,"  "scriptophobia,"  and  "stock- Jobbing." 
Wide  public  interest  in  the  new  government  Issues  hastened 
the  emergence  of  the  new  profession  of  the  stockbroker 
and  quickly  created  a  new  place  of  business  called  the 
stock  exchange.    Sober  citizens  like  Jefferson,  who  ob- 
served the  bewildering  scene,  expressed  their  appre- 
hension that  capital  was  being  withdrawn  from  productive 
enterprises  "to  be  employed  in  gambling."    Even  before 
the  debt  was  funded,  Andrew  Cralgle  expressed  the  opinion 
that  "the  public  debt  affords  the  best  field  in  the  world 
for  speculation;"  and  many  years  later,  Thomas  Eddy  noted 
that  this  was  a  memorable  period  in  his  life, when  he "made 
a  great  deal  of  money. ■ 

The  tremendous  popular  Interest  in  the  fluctuations 
of  the  new  government  securities,  the  strong  competition 


1.    Davis,  Essays...,  I,  188-9,  195,  197,  199,  207-8; 
KnappT^Life  of  Thomas  Eddy, 
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for  stock  of  the  First  National  3ank  and  of  the  Bank 
of  Row  York  at  the  beginning  of  the  last  decade  of  the 
i8th  century  sirniflei  a  vigorous  growth  of  investnent- 
mlndedness ,  firmly  established  on  a  solid  foundation  of 
available  surplus  capital.*    But  lands,  banks,  govern- 
ment securities,  and,  of  course,  conmerce  did  not  ex- 
haust the  opportunities  that  were  open  to  American  In- 
vestors.   3y  the  turn  of  the  century,  they  had  the 
choice  cf  invest in~  In  more  than  three  hundred  chartered 
corporations  that  en^ared  in  such  variei  activities  as 
bankir.r,  insurance,  water  supply,  manufacturing,  end 
the  construction  of  canals,  bridges  and  turnpikes.^ 

When  the  Cenal  Commissioners  of  New  York  opened 
their  books  for  subscriptions  to  the  first  canal  loan 
In  1517,  therefore,   Investments  in  federal  loans  and 
private  corporations  was  a  well-established  feature 
of  American  business.     The  same,  however,  cannot  be 
said  of  state  loans,  as  far  as  N'ew  York  was  concerned. 
The  loan  that  the  state  floated  in  1815  on  the  basis 
of  popular  subscription,  although  not  unprecedented, 
also  was  not  a  familiar  device  for  the  state  to  resort 
to  In  order  to  raise  funds.     War-time  expenditures 


1.  Margaret  G.  Myers,  The  New  York  Money  Market,  I,  11-13. 

2.  Davis,  Essays. . . ,  II,  8,  291. 
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were  responsible  for  the  loan  of  I3l5»  and  accounted,  too, 

for  the  fact  that  the  Legislature  also  levied  taxes  on 

real  and  personal  property,  which  it  heretofore  had  made 

every  effort  tc  avoid.     During  the  first  four  decades  of 

the  state's  history,  the  costs  of  government  red  beer,  larrely 

met  with  whatever  revenues  were  yielded  by  the  sales  of 

public  lands,  Investments  of  the  state's  funds,  fees, 

special  duties  and  lotteries.^    When  the  income  from 

the.^e  sources  ha4,  failed  to  keen  pace  with  the  steadily 

mount  in  c:  costs  of  government ,  the  state  bed  resorted  tc 

leans  frcrr  banks,  so  that  by  1°1U  it  owed  a  total  of 

51,503  f  000  to  seven  banks,  on  which  sum  it  raid  an 

interest  of        rer  annum.       The  prevailing  approach 

to  the  question  of  appropriations  in  order  to  pay  the 

expenses  of  rcvernment  may  be  illustrated  by  an  act  of 

the  Legislature  of  18C8,  which  empowered  the  Comptroller 

"to  satisfy  the  arpropriat ions  made  by  law  during  the 

same  session  by  borrowing  the  necessary  funds  from  the  banks, n 


1.  Sowers,  Financial  History, . .,  11!*. 

2.  KYS. Ass. Jour.,  32  Sess.,8U;  33  Sess., hi*;  3U  Sess.,87; 

lb  Sess., ye;  2t  Sess.,  161;  37  Sess..  261*;  36  Sess., 
32.  153,155s  39  Sess., 135;  1*0  Sess.,2Ci*i    The  loan 
obtained  from  the  Bank  of  America  is  incorrectly 
stated  on  n.1^5  of  the  A ss . Jour. ,  3?  Sess.,  as 
$550,000 .     It  should  be  '^b7,0C0,  as  irdicated  on 
p.lfp.    3y  contrast   :o  the  total  debt  accumulated 
by  1?1U,  the  income  of  the  state  that  year,  exclu- 
sive of  bank  loans,  amounted  to  less  than  $51*0,000. 

3.  KYS.  Laws,  Ch.  CCXL,  31  Sess. 


109. 


The  V>r  of  1*12  burdened  the  Treasury  suddenly  and 
heavily  with  a  variety  of  new  expenses  that  made  it  im- 
possible for  the  state  to  continue  to  resort  to  its  cus- 
tciHsry  financial  procedures.     The  state  had  to  improve  Its 
defenses  cr.  *;-.e  northern  and  western  frontiers  and  to 
fortify  the  pert  of  vew  York  against  attac>  from  the 
sea.     It  had  to  raise  a  sum  of  $860,000  as  its  share 
cf  a  direct  tax  levied  by  Ccnrress  to  meet  the  costs 
of  the  war.     It  found  it  necessary  to  lend  -t??C, 000  to 
the  rational  rovernment  to  provide  ror  the  payment  of 
its  own  militia,  which  had  been  ordered  into  federal 
service.^"    Pacing  these  new  demands  on  the  treasury, 
the  Legislature  tentatively  suggested  that  the  state  dis- 
pose of  some  of  its  investments,  a  proposal  which  the 
Jcmptrcller  dismissed  as  impractical  and  unwise.  Ap- 
parently, there  was  no  way  of  avoiding  the  Comptrollers 
recommendation,  and  the  Legislature  finally  consented 
to  e  tax  or  real  and  Personal  property.^    a  series  of 


1.  SYS»Lawg.  lh.711,  21  Sess.;  Ch.CXXXIX,  31?  Sess.;  Ch.CC, 

37  Sess. fpar. XXXIX;  Ch.VIII,  XXVII,  I XXXIV,  3?  Sess. 
TTnder  these  laws,  3260,14.00  was  expended  by  the  state 
during  lSlix.  VYS. Ass. Jour. ,  3?  Sess.,  158,  Also  see 
Ibid.  ,  2?  Sess.,  ILL;  IT.  S. Cone,  Statutes,  13  Cong., 
3  Sess. ,  Ch.  21.     5y  Sect.i+0  of  this  act,  any  state 
that  indicated  its  willingness  to  pay  its  allotted 
proportion  of  the  tax  into  the  national  treasury 
before  May  1,  I6l5»  and  did  so,  was  permitted  by 
lax;  to  reduce  its  payment  by  15$.    TIew  York  took 
advantage  of  this  opportunity  and  paid  $731* 214.0. 76 
to  the  Treasury  under  this  act.    ?IYS. Laws,  Ch.  CXI, 
3a  Sess.;  T7YS.  Ass  .Jour. ,  39  Sess.,  1917 — 

2.  rY3. Ass. Jour. ,  38  Sess.,  12,  32-3;  KYS. Laws, Ch. XXIX, 

3tf  sess. 
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swiftly  accumulating  incidents,  however,  made  It  clear 
that  the  revenues  from  the  new  tax  would  neither  be 
available  seen  enough  nor  £*e  adequate  to  meet  the  ex- 
penses of  a  costly  war,  which,  unf ortunately  for  the 
nation,  had  beer,  characterized  by  expensive  defeats. 
Under  these  c  ireums  tances  ,  the  Legislature  authorized 
the  Comptroller  to  issue  "a  public  and  transferable 
stock,  amour.tinF  tc  fclt3C0tOO0  and  bearing  an  annual 
interest  rate  of  7%^ 

The  success  of  this  loan  was  rerariei  pessimisti- 
cally even. before  the  Comptroller  offered  it  to  the 
public  in  April.  lra?.    The  legislature,  in  fact,  had 
clearly  indicated  its  doubts  that  the  loan  would  receive 
much  public  support  when  it  enacted  two  additional  laws, 
which,  alonr  with  previous  legislation,  enabled  the  state 
to  "extort n  loans  from  the  Ban*  of  America  and  the  City 
Ban'-c  for  the  difference  between  the  amount  that  wou!3  be 
raised  by  popular  subscription  and  the  required 


1.    SYS  .Laws,  Ch.CLXI,  3Q  Sess.     For  evidence  that  this 
loan  was  intended  for  the  payment  of  the  direct 
tax,  see  Ch.CCLXVI,  39  Sess.,  Far.xxv,  xxxvi.  The 
time  sequence  here  is  of  some  importance.  The 
Treaty  of  Ghent  was  simed  December  26,  I8U4J 
Jackson's  victory  at  New  Orleans  occurred  on  Jan- 
uary 18,  1515.     The  following  day,  the  lew  which 
provided  for  a  direct  tax  of  $6, COO, 000  was  passed 
by  Conrress.    On  April  7,  more  than  three  months 
after  the  treaty  of  peace  had  been  sicned,  the 
Legislature  approved  the  bill  for  the  loan  of  $1 ,300,000. 
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to  tel.      The  Comptroller ,  too,  was  not  especially  hope- 
ful about  the  possible  success  of  the  loan.    He  pre- 
dicted that  only  a  "very  snail  proportion"  would  be 
taken  or.  the  basis  of  popular  subscription,  and  ex- 
pected thet  if  votr.  banks  together  furpished  £323,000, 
the  r-.ixlr.u-  that  could  be  require!  of  the-  under  the 
law,  there  would!  still  "ir.  all  probability  be  a  cor-  - 
siderable  deficiency. 11    Popular  subscription,  the  Comp- 
troller believed,  would  account  at  most  for  $200,000 
and  the  banks  would  have  to  be  relied  upon  for  the  rest. 
The  Comptroller  s'.w  additional  difficulty  for  the  state 
ls3ue  because  it  would  be  ccmpetir?  with  issues  of  the 
national  rovenr&ent  in  the  money  market.    The  offerinr 
of  the  United  States  rovernrent,  he  noted,  afforded 
the  orosrective  investor  "a  fairer  prospect  of  success- 
ful speculation/  in  spite  of  his  belief  that  the  state 
loar  offered  "very  considerable. .. inducements  to  capitalists 


1.     The  fact^that  the  Bank  of  America  "took"  $557,000  of 
this  7%  loan  may  easily  create  a  mistaken  notion 
of  the  state's  command  of  capital  resources.  The 
bank  was  forced  to  lend  to  the  state  under  the 
terms  of  its  charter  and  the  various  revisions 
that  followed:  it  had  no  choice  in  the  ratter.  In- 
corporated in  1312,  the  3ank  of  .America  was  created 
as  an  institution  of  larpe  capital,  designed  to 
enable  the  state  to  avoid  taxation  by  borrowing 
from  it,  and  to  fill  the  gap  left  in"  the  banking 
business  following  the  recent  demise  of  the  First 
rational  Bank.     The  3ank  of  America's  charter  made 
soecial  prevision  for  ex-stockholders  of  the  First 
rational  Bank.     The  City  Bank,  too,  was  subject  to 
a  "forced  loan"  bv  law.    NYS.  Laws,  Ch.LXXVIII, 
:h.CLXXV,  35  Sess.;  Ch.  LXXV,  T^TTXVI,  36  Sess.; 
Ch.XIV,  38  Sess. 
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to  become  subs  crit  ers  to  it.,,." 

This  attempt  of  the  state  to  borrow  on  the  basis 
of  popular  subscription',  made  at  a  time  admittedly  "up- 
propitious,"  produced  results  that  indicated  that  the 
doubts  of  the  ?o~rt roller  and  many  members  of  the  Leg- 
islature were  to  a  considerable  extent  unfounded.  It 
is  true  that  ultimately  the  banks  furnished  slirhtly 
more  than  half  tve  fimount  of  the  loan,  but  this  was 
far  less  than  many  had  been  led  to  exoect.  Under 
relatively  unfavorable  circumstances,  business  and 
professional  men  of  !!ew  York  City,  who  possessed  con- 
siderable, if  not  spectacularly  larre,  savinrs,  in- 
dicated their  willingness  to  entrust  these  savings  to 
the  state.     Amonc  then  were  bankers  like  William  3ayard 


1.     :TS.Ars. Jour. ,  32  3ess.,  618.     The  benefit  of  hindsight 
indicates  that  fair  prospects  for  speculation  did 
exist  in  federal  loans.     On  Anril  1^,  lfil5,  three 
iars  before   the  Comptroller  made  this  statement, 
the  prices  of  such  issues  were  t%a  old  and  deferred, 
59;  war  loans,  37<;  3^s,  55;  Louisiana  Purchase. 
Lean,  88.     3y  the  following  October,  the  6;"os  had 
risen  to  97,  the  war  loans  to  97-97*,  the  3*s  to 
6C-61,  and  the  Louisiana  Purchase  Loan  to  93. 
Senegal  ehi-?pin~  and  Commercial  List,  April  lkt 
Cctocer  i u ,  TSTtfl     in  ali  r-rcbaclli ty ,  however, 
the  Comptroller  was  particularly  concerned  about 
the  larre  loan  that  Congress  had  approved  on 
March  3,  1515,  only  a  month  and  a  few  days  before 
the  state  Lerislature  approved  its  loan  for  351,300,000. 
Congress  authorized  the  President  to  borrow  almost 
313,^00,000  to  meet  the  demands  on  the  Treasury 
arisinc*  from  steadily  maturing  short-term  loans 
and  treasury  notes  borrowed  or  issued  during  the 
war.    T7.  S.  Congress ,  Statutes  ,  13  Cone.,  3rd  Sess., 
Ch.  56.   
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and  Charles  Wilkes,  whose  Judcjnent  on  matters  of  invest- 
ment, although  not  infallible,  was  based  on  meat  famil- 
iarity with  the  T.oney  market.    These  were  Just  two  of  a 
total  of  one  hundred  and  forty  Individuals,  consisting  of 
merchants,  brewers,  butchers,  bankers,  rrocers,  attorneys, 
doctors,  bakers,  sawyers,  and  carpenters,  whose  combined 
savings  Invested  Ln  this  loan  amounted  to  almost  $6^0,000. 
Sy  entrusting  their  savings,  which  amounted  to  only  a  few 
thousand  dollars  each,  to  the  state,  these  early  invest- 
ors pave  ---rounds  for  hope  that  the  state  might  very  well 
be  accommodated  in  the  same  manner  at  some  future  date 
for  the  purpose  of  financing  its  canals. 


1.     There  we~e  twelve  s"bs crir. t ions  between  $lik  and  £U50; 

twenty  between  5^00  and  $800;  thirty  between  ol,CC0 
«?nd  $1,950;  twenty-three  between  32,000  and  o2,7CC; 
twenty-four  between  1:3,000  and  3U,S50;  fourteen  be- 
tv;een  5?#000  and  $9,000;  er.d  sixteen  over  $10,000. 
.he  two  larrest  subscriptions  were  for  ?5C,0C0  each. 
"List  of  Holders  of  New  York  State  Stock,  resident 
in  the  Southern  District  of  this  state  and  out  of 
this  state,  on  the  31  March,  1^16,  showing  the 
Amounts  held  bv  each  with  the  interest  due  and 
r arable  on  the  first  f'onday  of  -April,  1316."  Kisc. 
Cl.Pps .  ,  NYSL.  Names  and  occupat  ions  were  checked 
ln  American  Almanac,  New  York  Register  and  City 
Directory  (7'.Y.,  1-LUJ  and  Lor.rwcrth's  .Vew  Yortc 
Almanac  for  lq16-17.     The  percentage  or  Kew  rork 
residents  was  extremely  high.     For  example,  thirteen 
of  the  sixteen  in  the  rroup  that  invested  $10,000 
and  above  were  residents  of  New  York  City.  NYS. 
Ass. Jour. ,  kO  Sess.,  520. 
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.CHAPTER  V% 

Criming        tr?  3t£*g*f  C-reiit:    3orrowlr.r  for  the 

The  success  of  the  loan  of  1815  offered,  of 
course,  no  real  assurance  to  the  Commiss loners  of  the 
Canal  Fund  that  there  would  be  a  favorable  public  res- 
ponse to  the  first  canal  loan  two  years  later.  The 
canal  loans,  unlike  that  of  1815,  were  for  projects 
of  internal  Improvements,  and,  unfortunately,  they 
revived  memories  of  previous  failures  in  a  manner 
and  to  an  extent  that  seemed  likely  to  curb  the  bor- 
rowing power  of  the  state  for  specific  projects  of 
this  kind.    Joshua  Forman,  a  strong  supporter  of 
state-constructed  canals,  privately  expressed  hia  em- 
barrassment at  being  reminded  of  the  failures  of  Gen- 
eral Schuyler  and  his  associates  when  the  question  of 
the  Erie  and  Champlain  Canals  was  debated  in  the  Sen- 
ate; and  Samuel  Young  told  Clinton  that  the  record  of 
the  Horthem  Inland  Lock  Navigation  Company  proved  to 
be  a  powerful  weapon  against  the  state's  projects  in 
the  Champlain  Valley.* 

The  unfavorable  history  of  internal  improvejaen ts 
in  New  York  was  only  one  reason  for  apprehension,  at 
the  time  for  offering  the  first  canal  loan  to  the 
public  in  June,  1817,  approached.    Seemingly,  th* 
time  was  inappropriate  for  floating  this  loan,  in  view 


1.    Hosack,  Memoir. . . ,  380-1;  Samuel  Young  to  Clinton, 
n.d.,  dwu  Lett.Bks.,  IX,  37.  DWC  Pps. 
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of  the  fact  that,  as  Clinton  pointed  out,  the  stakes 
were  very  high  indeed.     "Money  is  very  scarce  in 
this  city,"  Clinton  wrote  with  considerable  anxiety 
to  Joseph  Ellicott  in  May,  1817.     "If  this  first  and 
small  loan  should  fail,  it  would  hare  a  very  pernicious 
effect  on  all  our  future  operations."* 

Clinton's  statement  implied  that  there  waa 
little  hope  of  borrowing  abroad.    This  conclusion 
was  confirmed  two  months  later  by  Bayard1 s  investi- 
gations of  the  foreign  money  market,  which  revealed 

that,  at  least  in  Holland,  the  costs  of  a  loan  would 
2 

be  high.      in  part,  however,  the  decision  not  to  borrow 
abroad  may  have  come  about  as  a  result  of  the  fact  that 
the  Canal  Commissioners  were  trapped  by  their  own  opti- 
mistic propaganda;  in  their  anxiety  to  overcome  opposi- 
tion to  the  projects  which  was  based  on  the  high  costs 
that  they  were  expected  to  involve,  they  boasted  that 
the  necessary  funds  could  be  raised  at  home  and  that 
there  would  be  no  need  to  go  abroad  for  the  purpose.^ 


1.  Clinton  to  Bllicott,  10  May,  1817.    Severence,  ed.# 

The  Holland  Land  Company. 125- 

2.  Van  Eeghen  and  Co.  to  Wm.  Bayard,  21  July,  1817. DWC  Pps. 

3.  The  Commissioners  evidently  had  seen  no  contradiction 

in  requiring  William  Bayard  to  investigate  the  pos- 
sibility of  obtaining  a  loan  in  Europe,  while  as- 
serting at  the  same  time  that  eas  such  money  can  be 
obtained  in  this  country  as  may  be  required  for 
the  canal  at  an  interest  of  6%.m    "Report  of  the 
Commissioners  under  the  Act  of  April  17 «  1816," 
17  Feb.,  1817.  NY  Cl.Lawa,  I,  269. 
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In  any  ca.se,  the  Commis  a  loners  could  not,  or  would 
not,  arrange  for  a  multi-million  dollar  foreign  loan, 
which  the  Canal  Board  of  1812  had  blithely  predicted 
could  be  negotiated  without  any  trouble  at  all.* 

The  realization  that  the  Commissioners  of  the 
Canal  Fund  would  have  to  rely  on  New  York  City  as  its 
principal  source  of  funds  must  have  had  a  sobering  ef- 
fect even  on  the  most  enthusiastic  exponents  of  internal 
improvements.    In  January,  1817,  when  the  Canal  Commis- 
sioners with  considerable  accuracy  estimated  that  the 
costs  of  construction  of  the  Erie  and  Champlain  Canals 
would  amount  to  $7,000,000,  the  total  amount  of  bank- 
ing and  insurance  capital  in  the  state  was  less  than 
$21,000,000.    Only  the  success  of  the  first  few  loans 
would  dispel  such  doubts  as  Clinton  entertained  scarce- 
ly a  month  before  the  first  canal  loan  was  offered  to 


1.    In  May,  1817,  J.  B.  Stuart  of  Albany  notified  the 
Commissioners  that  "certain  banks  in  London" 
had  authorized  him  to  offer  them  a  loan  of  $1,500,000. 
The  indefinite  wording  of  the  offer,  and  more  par- 
ticularly, the  fact  that  nowhere  in  letters,  docu- 
ments or  reports  of  the  Commissioners  is  there 
the  slightest  reference  to  this  proposal,  which 
would  have  radically  altered  the  history  of  the 
Canal  Fund,  clearly  leads  one  to  suspect  that 
there  was  more  imagination  than  substance  behind 
it.  J.  B.  Stuart  to  the  Coramers.of  the  Canal  Fund, 
29  May,  1817.  Mlsc.Cl.Pps . ,  Pkg.  550,  Ckk.  NYSL. 
"Report  of  the  commissioners .. .Act  of  April  8,1812," 
KY  CI. Laws,  I,  86-7. 
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1 

the  public. 

The  reception  accorded  to  the  early  canal  loana 
verified  the  fact,  which  had  been  indicated  by  the  Loan 
of  1815,  that  there  was  a  large  supply  of  available 
savings  in  New  York  and  that  it  would  be  entrusted  to 
the  state  even  for  the  purpose  of  financing  internal 
improvements.    These  early  loans--  those  which  were 
offered  to  the  public  between  1817  and  1820--  wera 
ultimately  supported  chiefly  by  individuals  of  substantial 


1.  "Minutes  of  the  Meeting  of  the  Canal  Coramiss loners, " 
Albany,  22  Jan.,  1817.  DWC  Pps.,  XVIII,  2I4.-6.  In 
all  probability  even  this  estimate  was  too  high. 
The  Comptrollers  (William  L.  Marcy)  statement 
contained  the  admission  In  its  title  that  his  suc- 
cess in  accurately  ascertaining  the  amount  of  capi- 
tal actually  paid  into  the  banks  and  insurance  com- 
panies was  limited.    NY3.  Ass. Jour. ,  I4.9  Sess.,  1826, 
Part  I,  between  pp.  U18-19"     Some  years  later,  Comp- 
troller A.  C.  Flagg  enlarged  on  the  same  point,  . 
maintaining  that  before  1826,  banking  operations 
in  New  York  could  commence  when  an  amount  that 
varied  between  12  and  50%  of  the  capital  was  paid 
in,  depending  upon  the  provisions  contained  in  the 
charter  of  the  particular  institution.     Since,  ac- 
cording to  Flagg,  the  banks  were  rarely  required 
to  report  their  capital,  the  total  could  not  be 
determined  too  accurately.    Flagg* s  figures  were 
even  higher  than  Marcy1 s  had  been  for  the  period. 
His  estimate  for  the  total  banking  capital  alone  in 
1815  was  $18,215,000,  and  in  1820,  $21,105,000.  It 
need  hardly  be  pointed  out  that  the  tendency  of  bank 
directors  would  be  to  exaggerate  the  amount  of  capi- 
tal at  their  disposal.    NYS.  Ass. Poets. ,  59  Sess., 
1836,  Vol.11,  Doc.  No. 102,  An  important  point 

overlooked  by  both  Flagg  and  Marcy  was  the  fact  that 
the  Bank  of  the  U.S.  went  into  operation  early  in 
the  same  year  that  the  state  authorized  the  eon* 
9 traction  of  the  canals,  and  its  New  York  branch 
became  an  important  factor  in  the  business  affairs 
of  the  city.    By  July,  1817,  the  Branch  bank  at 
New  York  held  $5,391,000  in  public  deposits,  and 
it  had  already  discounted  over  $2,7^7,000  in  bills 
on  personal  security.    U.S.  Congress,  15  Cong.,  2 
Sess.,  House  Poets. ,  No. 92  m;  Appendix  XV,  Cf. Infra., 
P. 
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but  not  great,  savings,  whose  investments  were  made 
in  relatively  small  amounts.*    During  this  period, 
such  investors  in  government  securities  were  virtual- 
ly restricted  to  the  state  loans,  because  during  the 
same  time,  the  national  government  made  no  effort  to 
borrow  at  all.      By  the  end  of  1820,  wealthier  Ameri- 
cans, consisting  of  people  of  importance  in  business 
and  commerce,  became  convinced  that  the  loans  were 


1.    The  New  York  State  Bank  and  the  Mechanics1  and 

Farmers1  Bank  were  high  bidders  fcr   canal  stock 
repeatedly  between  1817-1822.     The  two  banks 
bought  for  a  quick  sale,  frequently  within  a 
matter  of  days  as  a  sampling  of  the  transferred 
certificates  indicate  and  the  stock  lists  cited 
below  confirm.  ( Hlsc . Cl.Pps . ,NYSL).  Clearly,  the 
two  banks  had  no  resources  for  retaining  large 
amounts  of  stock;  as  late  as  1626,  their  reported 
capital,  usually  exaggerated  by  bankers,  was  $369,000 
for  the  New  York  State  Bank  and  $312,000  for  the 
Mechanics'  and  Farmers1  Bank.  (  NYS .Ass .Jour. ,  1*9 
Sess.,  (1826),  Pt.I,  betw.pp.lj.l8-9)~    A  closer 
look  at  the  New  York  State  Bank,  significant  be- 
cause it  took  the  first  three  loans,  reveals  that 
the  state  owned  U.0%  of  its  stock.    Because  the 
state  held  stock  in  the  bank,  it  was  represented 
on  its  Board  of  Directors.  (Comptroller's  Letter- 
books,  1821-2,  passim. ) .    Moreover,  the  state 
owned  about  10%  of  the  stock  of  the  Mechanics' 
and  Farmers1  Bank.  ( NYS  .Ass  .Jour. ,  I4.I  Sess.,  (1618), 
165,  179.)    Obviously,  tnere  is  a  close  connection 
here  between  banking  and  politics  that  deserve!  in- 
vestigation.    From  point  of  view  of  understanding 
the  money  market,  a  more  fruitful  investigation  is 
what  happened  to  canal  stock  once  it  had  passed 
through  the  brief  possession  of  these  banks. 
Albert  Gallatin  pointed  out  many  years  later, 
after  studying  intensively  the  relationship  of 
canal  stock  to  the  credit  of  the  state,  that  the 
"value  of  a  new  stock  is  not  settled  until  it  has 
fallen  into  the  hands  of  those  who  intend  to  sake  it 
a  permanent  investment. n  (Adams,  Henry,  ed.,  Writings 
of  Albert  Gallatin  (Phlla.,  1879 ) ,11 95k0-Uk) . — In 
terms  or  tne  marketability  of  the  canal  stock, time 
proved  that  the  Directors  of  the  two  banks  were  Jus- 
tified in  making  their  high  bids.  See  also  NYS. Ass. 
Poets.,  60  Sess., (1837),  I, Doc.  N0.I4.,  53.   
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safe  and  profitable,  and  eagerly  Invested  in  canal 
stock.    A  third  great  change  in  the  pattern  of  invest- 
ment followed  almost  immediately,  when  foreigners,  par- 
ticularly Englishmen,  for  a  variety  of  reasons  suddenly 
began  to  purchase  canal  issues  as  they  were  offered  and 
to  buy  up  old  issues  whenever  they  became  available. 
English  investments  began  suddenly  and  increased  sharp* 
ly  in  volume,  so  that  in  the  last  years  of  construction 
a  larger  and  larger  proportion  of  each  loan  was  in 
foreign  hands. * 

1. 

Although  generally,  between  1817  and  1820,  in- 
dividual investments  in  canal  stock  were  small  and 


1.    The  conclusions  here  are  based  on  the  following 

sources:     "A  List  of  the  Names  of  Holders  of  the 
New  York  State  6%  Stock  of  a  Million  Loan  and  of 
5%  and  6%  CI.  Loans  for  the  Years  1818-1821,  for 
the  quarter  ending  31  Dec,  1821."  "...for  Quar- 
ter ending  31  Dec,  1822;"  "...31  Dec,  1823;" 
"Interest  Due  to  the  Holders  of  the  New  York  6% 
Stock  of  a  Million  Loan,  and  of  CI.  Loans  Redeem- 
able in  the  Years  1837  and  1845,  31  Dec,  1824;" 
"Yearly  Return  of  Interest  Due  to  the  Holders  of 
New  York  State  5%  and  6%  Stock  (Canal  Loans), 
Quarter  Ending  31  Dec,  1829;"  "...for  Quarter 
ending  31  Dec,  1833;"  "List  of  Loans  Redeem- 
able in  1837  and  1845  of  5%  and  6%  Canal  Stock, 
Signed  by  Robert  White,  Cashier,  Manhattan  Co., 
29  Dec,  1836."    (Henceforth  these  will  be  cited 
as  "List  of  Stockholders,"  with  the  appropriate 
date.)    MiscCl. Papers,  NYSL. 
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baaed  predominantly  on  domestic  savings,  the  first 
canal  loan  defied  the  pattern  set  by  the  subsequent 
nine  or  ten  loans.    Not  only  was  a  sizeable  portion 
of  this  loan  of  $200,000  divided  between  two  indivi- 
duals, but  both  the  men  involved  were  foreigners, 
David  Bevan,  Director  of  the  Rock  Life  Assurance  Com- 
pany of  London,  invested  $3U,000  in  this  6%  issue, 
and  John  Deacon,  Director  of  the  Royal  Exchange  Assur- 
ance Company  of  the  same  city,  invested  $14.0,000.  Dea- 
con's investment  was  so  large  for  the  time  that  it  was 
not  before  January,  1821,  when  the  Commissioners  of 
the  Canal  Fund  borrowed  for  the  tenth  consecutive  time, 

that  it  was  exceeded  in  amount  by  that  of  a  local  in- 
1 

vestor. 

More  characteristic  of  these  early  loans  was 
the  second  of  the  series,  also  for  $200,000,  bearing 
an  interest  rate  of  6%  per  annum  and  redeemable,  like 
all  those  floated  before  May,  1822,  in  July,  1837. 
Unlike  its  predecessor,  no  large  portion  of  this  loan 
was  taken  by  foreigners  or  by  investors  from  other 
states.    Similarly,  the  names  of  New  Yorkers  of  es- 
tablished wealth  were  absent  from  the  list  of  sub- 
scribers to  this  loan.    These  wealthy  individual! 


lm     "List  of  Stockholders,... Dec. 31,  1821;"  The  Post 
Office:  London  Directory  for  1821.  (London. 
1821  J.  —  *  
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clearly  preferred  the  stock  of  the  new  Bank  of  the 

United  States,  possibly  partly  for  the  reason  that 

they  could  pay  for  their  subscriptions  largely  with 

securities  of  the  national  government.     In  any  case, 

their  names  were  conspicuously  absent  from  the  lists 

of  the  subscribers  to  the  canal  loans,  just  as  they 

were  conspicuously  present  on  the  list  of  subscribers 

to  the  Second  Bank  of  the  United  States.  Conversely, 

the  names  of  the  small  businessmen  who  invested  in 

canal  loans  seldom  appeared  on  the  list  of  subscribers 
1 

to  the  Bank  Loan. 

Individuals  invested  in  modest  amounts  in  this 
canal  loan  of  1618;  of  its  sixty-nine  subscribers, 
fifty-one  invested  $2,000  or  less,  and  of  these,  twen- 
ty-seven Invested  stuns  of  less  than  $1,000.     In  all, 
there  were  only  five  subscribers  who  invested  in  ex- 
cess of  $12,000  each.     These  were  Janette  Cheever, 


1.    There  were, of  course,  some  individuals,  like  William 
James,  Lynde  Catlin  and  others,  who  invested  in  both 
the  canal  and  the  bank  loans;  but  a  comparison  of 
the  subscription  lists  indicates  quite  clearly  that 
men  of  established  wealth,  frequently  from  families 
in  business  for  more  than  one  generation,  vera  more 
Interested  in  the  bank  speculation.    Names  like  William 
Gracie,  J. G. Coster,  G.G. Howland,  Brockholst  Livingston, 
James  Wadsworth,  John  Hone,  Nicholas  Pish,  N. Prime, 
are  found  on  the  subscription  list  of  the  bank,  and 
only  appear,  if  ever,  on  lists  of  subscribers  to  canal 
loans  about  1820-21.  This  strongly  suggests  that  gen- 
erally investors  in  the  canal  loans  were  businessmen 
whose  careers  were  Just  beginning,  and  who,  probably, 
had  had  less  opportunity  to  participate  in  federal 
loans  at  an  earlier  time.  Important  brokers,  who 
either  ignored  or  made  only  slight  investments  in 
canal  stock  during  this  period,  like  Wm.G.Bucknor, 
John  G.Warren,  LeRoy  Bayard  &  Co.,  were  actively  en- 
gaged in  the  purchase  and  sale  of  bank  stock.  Cf . 
"List  of  Stockholders-. -Dae.  *1.  lS?L""...Die.n.1fl??  " 
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about  whom  little  Is  known,  and  William  James  and  Laur- 
ent Salles,  wealthy  merchants  of  Albany  and  New  York 
respectively}     the  remaining  two  subscriptions  repre- 
sented investments  made  by  the  Bank  for  Savings  • 

The  Bank  for  Savings  in  New  York  played  a  con- 
spicuous part  during  what  may  be  called  "the  period 
of  the  small  investor."    Judged  by  the  extent  of  its 
investments  in  canal  stock,  it  cannot,  of  course,  be 
legitimately  termed  "a  small  investor";  but,  it  can 
be  considered  as  such  if  Judged  by  its  depositors, 
whose  small  savings  it  mobilized.     This  bank  was  orig- 
inally founded  by  businessmen  and  public-spirited  cit- 
izens who  shared  in  the  widespread  notion  that  prevailed 
in  the  United  States,  as  well  as  in  other  countries, 
that  if  habits  of  thrift  could  be  cultivated  among  "the 
laboring  classes",  they  would  have  less  need  to  rely  on 


1.    The  Bank  for  Savings  was  incorporated  in  March,  1819. 
Its  charter  restricted  its  investments  to  state  and 
federal  loans.    The  Bank  began  receiving  deposits 
in  July,  and  by  the  following  September,  it  had  be- 
gun investing  in  canal  stock,  and  continued  to  do 
so  steadily  on  a  large  scale.    By  December,  1621, 
the  date  of  the  first  available  list  of  subscrip- 
tions to  canal  stock,  the  Bank  owned  portions  of 
every  canal  loan  that  had  been  made  up  to  that 
time,  Including  those  Issued  before  its  founding. 
NYS.  Laws,  k2  Sess.  ,Ch.LXII ;  KYS .Ass .Jour. ,  I4.3 
Sess.*7~237;  NYS. Ass. Jour. ,  I4I4.  Sess. ,  i?7b-77;  "List 
of  Stockholders... Dec. 31 »  1821."    The  Bank  re- 
tained its  loans  for  twelve  years  or  more.  Infra., 
.  If3#  •    Cheaver  invested  $12,14.00;  3 ames, 

25,000,  and  Salles,  $34,000. 
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"the  helping  hand  of  others"  in  times  of  depression, 
"The  number  of  poor  are  increasing  on  us  beyond  all 
calculation,"  Thomas  Eddy  wrote  in  February,  1817  # 
observing  in  astonishment  that  there  were  15,000  per- 
sons in  the  city  who  were  "receiving  public  bounty." 
The  problem  of  pauperism  in  New  York  City  was  aggra- 
vated by  the  fact  that  the  city  was  the  foremost  port 
of  debarkation  for  immigrants  to  the  United  States; 
and  so  the  founding  of  a  Bank  for  Savings  there,  to 
men  like  Eddy,  seemed  especially  useful  and  appropriate. 

The  Bank  conveniently  gathered  the  savings  of 
laborers,  seamstresses,  chambermaids,  cooks,  clerks , 
nurses,  boot  cleaners,  preachers  of  the  gospel,  and 
others  of  comparable  income,  who  individually  would 
never  have  possessed  sufficient  funds  or  information 
to  Invest  in  stock.    These  small  deposits  became  the 
basis  for  the  numerous  and  large  Investments  in  canal 
stock  that  the  Trustees  of  the  Bank  made.    By  August, 
1820,  this  institution  held  a  portion  of  every  loan 


1.  Second  Annual  Report  of  the  Managers  of  the  Society 
lor  the  Prevention  of  Pauperism  in  the  City  or  New 
¥ork.  lfc^OJ,  i^or  a  general  discussion 

or  the  Savings  Bank  Movement  in  England  and  America, 
see  The  Gentleman's  Magazine,  CXXVIII,  231;  Analectlc 
Mag.,  ix,  0U.     Eddy  wrote  more  frankly  towards  the 
end  of  his  letter:    "I  am  tired  of  assisting  fthe 
poof/  in  their  distress  &  it  appears  to  ne  more 
wise,  to  fix  on  every  possible  plan  to  prevent 
their  poverty  and  misery  by  means  of  employment 
and  establishing  savings  banks  and  to  do  all  In 
our  power  to  discourage  the  use  of  spiritous 
liquors..."  Eddy  to  Clinton,  15  Feb.,  1817.  DVC  Pps. 
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issued  up  to  that  time,  investing  thereby  a  total  of 
more  than  a  half-million  dollars  of  Its  customers1 
savings  in  canal  stock.    Before  1821,  the  Bank  ac- 
counted for  alicost  30i  of  the  total  amount  that  the 
Commissioners  of  the  Canal  Fund  borrowed.* 

By  1515  the  state's  ability  to  raiso 
large  sums  within  its  own  borders  for  the  purpose  of 
financing  the  eanals  was  clearly  demonstrated.  Clin- 
ton's sudden  change  from  deep  pessimism  in  May,  1817, 
to  buoyant  optimism  by  June,  1818,  illustrated  the 
new-found  confidence  in  the  prevailing  conditions  and 
in  the  resources  of  the  domestic  money  market.  "There 
is  money  in  abundance  to  loan  in  our  commercial  empor- 
ium, ■  Clinton  informed  a  projector  of  the  Ohio  Canal 
in  June,  181S.    As  far  as  the  Governor  was  concerned, 
the  problems  relating  to  borrowing  for  the  canals  were 
resolved;  Clinton  assured  his  correspondent  that  con- 
ditions were  such  that  "the  state  /could*/  procure 
money  to  any  amount  even  possibly  under  the  rate  of 


1.     "List  of  Stockholders... 31  Dec,  1821;"  "...Dec. 31, 
1822;". ..Dec.  31,  1823;"    The  Bank  continued  to 
invest  in  canal    loans  after  1820,  and  before  it 
surrendered  its  holdings  of  almost  $1,000,000  of 
Erie  and  Champlain  Canal  stock  in  1833  at  attrac- 
tive premiums,  it  was  the  largest  single  Investor 
in  this  true  of  stock.     "List  of  Stockholders... 
Dec.  31,  13214.;"  "...Dec.  31,  1831;"    FYS.  Ass. 
Poets. ,  57  Sess.,  I,  Doc.  N0.I4,  "H";  azariaTTT. 
Flagg  to  Prime,  Ward  k  King,  in  Letters  Relating 
to  Canals.  (Henceforth  LRC , )  II,  222-223.  
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6%  per  annum,"  if  its  finances  were  properly  managed. 

Anyone  who  remembered  the  low  condition  of  the 
nation's  credit  during  the  war  could  well  have  appre- 
ciated Clinton's  optimism  regarding  the  credit  of  the 
state  in  1813.    That  year,  in  order  to  retire  its 
"old  stock  debt,"  which  amounted  to  $1,880,000  and 
consisted  mainly,  although  not  entirely  of  the  7%a 
of  1815,  the  state  borrowed  $1,000, 000, at  the  re- 
duced rate  of  t%  per  annum,  and  obtained  a  premium 
2 

of  lj%  on  this  loan.      This  old  loan  was  retired  under 


1.  Clinton  to  V.  Steele,  2k  June,  1818.  DWC  Pps. 

2.  The  total  stock  debt  amounted  to  $1 , 883 ,k02.50,  of 

which  $1,1C6,U02.50  consisted  of  the  7%s  of  181$. 
According  to  the  Comptroller's  Report,  the  Treas- 
ury during  1817  paid  $195,  2U7.50  to  cancel  the 
first  block  of  the  1815  issue.    The  second  portion 
of  the  "old  stock  debt"  consisted  of  $770,000  worth 
of        stock,  which  represented  a  debt  to  several 
banks  that  had  been  converted  bv  law  into  stock  in 
1815.     KYS.Ass. Jour. ,  Ul  Sess./l72,  177;  KYS.Laws, 
Ch.  CXLI,        Sess.     The  revenues  derived  from  a 
somewhat  disadvantageous  sale  of  U.S.  3#s  furnished 
the  state  with  $575,712.91,  which,  combined  with 
the  proceeds  of  the  "Million  Loan"  and  some  of 
the  state's  normal  revenues,  were  used  to  retire 
the  "old  stock  debt."    KYS.Ass .Jour. ,  Ul  Sess., 
176;  U2  Sess.,  399,  U07-8.  "The  "Million  Loan" 
was  taken  in  its  entirety  by  the  Bank  of  the  Man- 
hattan Company,  as  permitted  by  law.  (NYS.  Laws, 
Ch.  CCLXXXII,  I4.I  Sess.,  prg.5)  and  then  trans  - 
f erred  to  individual  investors.     In  1818,  more 
than  half  of  the  loan  had  been  transferred  to 
individual  investors  or  to  companies,  with  only 
a  small  proportion  of  the  stock  ($37,000)  going 
to  people  outside  the  state.  "List  of  Stockholders 
...Dec.  31,  1818;"  KYS.Ass. Jour. ,  I4.2  Sess.,  jj.01. 
Clinton  to  Archibald  Maclntyre,  26  May,  1818. 
DWC  Pps.     By  Dec,  1823,  three-quarters  of  ths 
loan  had.  been  distributed  to  individuals,  the 
bulk  of  the  loan,  however,  still  being  in  the 
hands  of  Kew  Yorkers.  "List  of  Stockholders... 
Dec.  31.  1823." 
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these  favorable  conditions  at  about  the  same  time  that 

the  Commissioners  of  the  Canal  Fund  offered  their 

second  issue  of  canal  stock  to  the  public,  which  was 

so  much  regarded  as  a  good  opportunity  for  making  ft 

sound  investment  that  subscribers  to  it  were  willing 

to  pay  $U.52  as  a  premium  on  every  certificate  of  $100 

of  stock  that  they  received.1    Such  was  the  "exuberance" 

of  the  money  market  in  1818,  the  high  standing  of  the 

credit  of  the  state  and  of  the  canal  fund,  that  local 

resources  were  both  sufficient  and  forthcoming  to  meet 

2 

the  financial  needs  of  the  state. 

2. 

The  period  of  dependence  on  the  investments  of 
small  businessmen  and  on  those  of  the  Bank  for  Savings 
drew  to  a  close  about  the  end  of  1820.  Until  that 
time,  the  subscription  lists  for  canal  loans  contained 
few  names  of  Americans  of  great  wealth.  "All  rich  men 
are  timid,"  observed  Philip  Hone,  the  wealthy  merchant 
of  New  York  City,  in  1826;  and  it  was  this  kind  of 


1.  NYS.  Ass. Poets. ,  60  Sess.,  I,  Doc.  No.U,  53. 

2.  The  cities  of  New  York  and  Albany  succeeded  in 

borrowing  fairly  large  amounts  in  the  period 
1817-1815.    On  June  30,  1817,  New  York  borrowed 
$100,000  at  6%,  and  in  1818,  Albany  borrowed 
$205,000  at  7%  per  annum.    NYC.  Minutes  of  the 
Common  Council,  I7gggTg 31  (N.Y. ,  1917 J,  XI,  fclj.1; 
NYS.  Laws,  cn.  lvi,  i+i  seas.;  Report  of  the 
Chamberlain  of  the  Corporation  or  tfte  city  of 
Albany  (Albany,  1822),  11.  *  


timidity  that  characterized  the  way  men  of  considerable 
wealth  reacted  to  the  canal  loans  between  1817  and 
1820. 1    Even  the  trustees  of  the  Bank  for  Savings, 
men  like  Thomas  Eddy,  John  Pintard,  William  Pew  and 
others,  prosperous  men,  but  cautious  as  well,  who  in- 
vested the  savings  of  the  Bank!s  depositors,  avoided 

2 

risking  their  own  fortunes  in  the  same  way.  Three 
and  a  half  years  of  steady  construction,  made  possible 
by  the  savings  of  income  groups  less  prosperous  than 
their  own,  persuaded  wealthy  New  Yorkers  during  a 
period  of  economic  depression  that  the  state  had  the 
financial  means  and  the  administrative  capacity  to 
complete  the  canals  successfully.     It  was  only  then 
that  they  came  forward  with  their  "risk  capital'*  in 
order  to  participate  in  what  had  begun  to  seem  like 
a  good  investment. 


1.  Hone  to  Clinton,  9  Oct.,  1826.    DVC  Pps. 

2.  Only  William  Bayard  and  Brockholst  Livingston  among 

the  Trustees  became  interested  in  canal  stock. 
Bayard's  investments  were  made  as  a  partner  of 
the  firm  of  LeRoy  Bayard  &  Company.     This  firm 
followed  the  pattern  of  wealthy  investors  by  mak- 
ing its  first  purchase  of  canal  stock  for  $50,000 
in  1821,  precisely  at  the  time  when  men  of  wealth 
were  becoming  interested  in  canal  loans.  It 
proved  to  be  an  investment  of  a  purely  specula- 
tive nature,  since  it  was  disposed  of  in  lest 
than  two  years.    Previously,  the  company  had  in- 
vested only  $600  in  canal  loans  in  spite  of  Bay- 
ard's conspicuous  role  as  a  canal  enthusiast. 
Livingston,  too,  like  most  men  of  wealth,  waited 
until  1822  when  canal  stock  seemed  much  more  at- 
tractive than  it  had  appeared  in  1817.     "List  of 
Stockholders... Dec.  31,  1821;"  "...Dec.  31,  1822;" 
"Dec.  31,  1823." 
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Dramatic  evidence  of  the  inventiveness  and  in- 
genuity of  engineers  and  contractors  in  overcoming 
technical  difficulties,  along  with  several  other  fac- 
tors, conciliated  men  of  wealth  and  made  them  less 
reluctant  to  invest  in  canal  stock.     Clinton  understood 
the  close  relationship  between  the  rate  of  investment 
and  faith  in  the  technical  ability  of  the  engineers 
in  charge  of  the  projects;  later,  in  1823,  when  offer- 
ing advice  to  the  Governor  of  Ohio  in  connection  with 
the  Ohio  Canal  project,  he  stressed  the  importance  of 
employing  "able  engineers  and  skilled  contractors'*  be- 
cause, as  he  maintained,  only  "an  undertaking  conducted 
under  such  auspices  will  propitiate  public  opinion  and 
secure  the  confidence  of  capitalists  who  are  disposed 
to  embark  their  funds  in  the  enterprise."* 

The  completion  of  the  middle  section,  ninety- 
six  miles  long,  in  October,  1819,  pointed  up  the  effi- 
ciency and  achievements  of  the  engineers,  commission- 
ers and  laborers  up  to  that  time.    That  same  month, 
excited  citizens,  who  lived  along  the  line  of  the  can- 
al, saw  the  first  waters  advance  from  west  to  east 
through  the  long  ditch  that  connected  the  Mohawk  and 
the  Seneca  Rivers.    The  opening  of  this  section  was 
considered  an  evert:  worthy  of  celebration,  and  the 
Governor  of  the  State  was  on  hand  to  participate  in 


1.    Clinton  to  Macajah  J.  Williams,  8  Nov.,  1823.  DVC  Pps 


129. 


it.    On  the  23rd  of  October,  Governor  Clinton,  accom- 
panied by  an  appropriate  entourage  of  conniss loners 
and  friends,  boarded  at  Rome  a  canal  boat  r»amed  "Chief 
Engineer"  in  honor  of  Benjamin  Wright,  to  start  on  a 
trip  to  Utica.    A  military  band  gave  the  occasion  a 
festive  spirit,  a  crowd  watched  the  Governor's  boat 
depart,  and  in  village  after  village,  as  the  Governor 
and  his  party  passed,  they  were  greeted  by  the  dis- 
charge of  cannon  and  the  cheers  of  people  who  were 
celebrating  an  evert  of  great  importance  to  their  own 
communities.*    According  to  the  Governor,  the  trip 
fulfilled  the  commissioners1  "roost  sanguine  expectations 

...in  the  celerity,  economy  and  excellence  of  its  ex- 
2 

ecution."      By  the  following  May,  the  section  was  opened 
to  navigation,  which  meant  that  in  less  than  three 
years  and  before  the  completion  of  the  entire  proj- 
ect, the  state  began  to  receive  a  return  on  its  in- 
vestment  in  the  form  of  tolls.    These  tolls  were 
hailed  by  the  commissioners  as  Just  the  beginning 
of  what  would  eventually  result  in  large  revenues.^ 

Construction  proceeded  at  an  accelerated  pace 
during  1620.    That  year  gangs  of  laborers,  working  at 


1.  Watson,  History. . .of  the  Canals,  79-82. 

2.  Lincoln,  ed..  Messages...,  II,  1007. 

3.  NY5.  Ass. Jour. ,        Sess.,  873* 


either  end  of  the  middle  section,  rapidly  moved  farther 
apart  from  each  other  as  they  simultaneously  lengthened 
the  "ditch"  more  than  fifty  miles  between  the  Seneca 
and  Genessee  Rivers  in  the  west,  and  thirty  miles  be- 
tween Utica  and  Minden  in  the  east,*    Evidence  that 
this  rapid  and  energetic  policy  would  continue  was 
indicated  the  following  year  when  contracts  were  ne- 
gotiated for  operations  for  a  distance  of  sixty-five 
miles  beyond  the  Genessee  River  and  for  the  portion 
of  the  route  that  remained  to  be  constructed  in  the 
east  up  to  the  Hudson  River,    Meanwhile,  work  proceeded 
on  the  aqueduct  at  Rochester,  which  was  designed  to 
carry  the  canal  across  the  Genessee  River  on  the  long- 
est stone  bridge  built  up  to  that  time  in  America—  a 
feat  which  provided  another  example  of  the  readiness 
with  which  technical  problems  of  major  proportions  were 
being  overcome.2    By  the  fall  of  1822,  the  Erie  Canal 
was  navigable  for  a  distance  of  220  miles,  and  the 
Champlain  Canal  was  open  to  navigation  from  Lake  Chan- 
plain  as  far  south  as  Vaterford.^ 

It  was  in  the  midst  of  this  continuous  demon- 
stration of  spectacular  progress,  about  a  year  after 


1.  NYS.  Ass. Jour. ,        Sess.,  869,  873. 

2.  Blake  McKelvey,  Rochester,  The  Water  Power  Ci 

1812-18514..  (Cambridge,  Mass.,  Mkb),  9X  

3.  NYS.  Ass. Jour. ,  I4.6  Sess.,  U95,  505>. 
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the  middle  section  was  completed,  that  wealthy  Americans  - 
began  to  invest  heavily  in  canal  stock.    More  and  more, 
individual  investments  amounting  to  several  thousands 
of  dollars  each  became  customary,  and  those  exceeding 
$10,000  occurred  frequently  enough  so  that  they  ceased 
to  appear  unusual.    While  lists  of  stockholders  still 
contained  names  of  people  who  had  invested  sums  of 
$1,000  or  under,  almost  invariably  such  people  had 
purchased  their  stock  during  the  earlier  period  when 
investments  were  generally  made  in  small  amounts. 
There  were  some  New  Yorkers  who,  during  that  period, 
had  regularly  bought  canal  stock  in  moderate  amounts 
and  continued  to  do  so  in  increasing  quantities  after 
1820,  accumulating  over  the  years  fair-sized  holdings. 
Among  such  early  backers  of  the  projects  were  business- 
men like  William  and  Frederick  C.  Havermeyer,  the  sxigtiT 
refiners;  Lewis  and  Thomas  C.  Hamersley,  dealers  in 
hardware;  Peter  and  George  Lorrillard,  tobacco  merch- 
ants, and  Lynde  Catlin,  the  banker.    These  more  ven- 
turesome spirits  were  joined  by  other  wealthy  business- 
men of  New  York  City  about  1821,  when  canal  stock  seemed 
more  attractive  as  an  investment,  and  safer  than  it  had 
appeared  two  or  three  years  earlier.    The  Aspinwalls 
and  Stephen  Allen  invested  savings  that  had  accumulated 
as  a  result  of  their  successful  mercantile  activities \ 
Robert  Lenox  and  Harmon  Hendricks,  also  merchants ,  but 
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at  the  same  time  shrewd  investors  in  urban  real  estate, 
became  owners  of  canal  stock  for  the  first  time.  Men 
of  this  kind  could  easily  afford  to  invest  several 
thousand  dollars  at  a  time, and  did  so.* 

The  attractions  of  the  canal  stock  were  also 
felt  beyond  the  borders  of  the  state,  so  that  an  in- 
creasing number  of  non-New  Yorkers  began  to  partici- 
pate in  their  purchase.      Langdon  Cheves  of  South  Car- 
olina, the  president  of  the  Second  Bank  of  the  United 
States,  invested  $145,000  in  1921.    Gardiner  Greene  of 
Boston,  one  of  the  richest  men  in  that  city  at  the 
time  of  his  death,  suddenly  accelerated  his  purchases 
of  canal  stock  in  1821  in  much  the  same  way  that  other 
businessmen  were  doing.    A.  Y.  Nicoll  of  New  Jersey, 
who  had  bought  small  portions  of  several  of  the  early 

issues,  waited  until  1822  before  he  began  investing 
2 

in  larger  sums. 


1.  Joseph  A.  Scoville,  The  Old  Merchants  of  New  York 

City(By  Walter  Barrett,  pseud.;  iN.Y.,  1863-bJ,  I, 
T7TT16.  31U;  II,  65,  235,  328-9,  332,  337-8;  IV, 
II4.8,  -208.    For  sketches  of  the  Lorrillards  and 
Havermeyers,  see  DAB;  also  see  "Lists  of  Stock- 
holders ..  .Dec.  31T~rS21;t1  "...Dec.  31,  1822;" 
"...Dec.  31,  1823*;  "...Dec. 31,  I82I4.;"  William 
N.MacBean,  Biographical  Register  of  Saint  Andrews1 
Society  of  the  State  of  flew  York  Ifl.V.,  1922  J  ,1,173-1+, 

2.  John  Belton  O'Neall,  Biographical  Sketches  of  the  Bench 

and  Bar  of  South  Carolina  \  Charles ton,  105V),  1,  ijj- 
ljj^.    see.  also  sketch  or  Cheves  in  DAB.  For  Nicoll1  a 
New  Jersey  residence,  see  NYS.  Ass. Tracts. ,  II,  I4.6 
Sess.,  Doc. No. 89,  53.    Thomas  L.  v.  Wilson,  The 
Aristocracy  of  Boston;    Who  they  Are  and  WhaTThey 
were...  itJost.,  18I4.0;,  zu;  "List  or  Stockholders, 
13^1-182]|.." 
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Even  more  dramatic  evidence  of  the  shift  in  the 
pattern  of  investment  that  occurred  about  1820-1521 
was  the  fact  that  well-known  brokers  and  brokerage 
houses,  who  had  scrupulously  avoided  the  canal  issues 
between  1817  and  1820,  also  became  active  purchasers 
and  sellers  of  this  stock,  indicating  that  the  mid- 
dlemen of  the  investment  world,  whose  profession  it 
was  to  lure  idle  capital  into  productive  investment, 
were  now  convinced  that  the  New  York  Canal  stock  was 
a  salable  commodity  among  people  of  large  savings 
both  at  home  and  abroad.     For  example,  William  0. 
Bucknor  and  LeRoy,  Bayard  &  Company  took  $50,000 
each  of  the  stock  of  the  loan  of  July,  1821,  in  order 
to  dispose  of  the  certificates  quickly  and  at  a  pro- 
fit.   Previously,  Bucknor  had  ignored  the  canal 
issues,  and  LeRoy,  Bayard  &  Company,  despite  Bayard's 
known  enthusiasm  for  the  canals,  had  taken  only  $600 
of  the  stock  of  the  loan  of  June,  1817.    During  1821, 
the  firm  of  Prime,  Ward  and  Sands  also  made  its  first 
sizeable  purchase  of  canal  stock.     This  firm,  which 
after  reorganization  as  Prime,  Ward  and  King  played 
a  leading  part  in  buying  and  selling  New  York  canal 
stock  at  home  and  abroad,  had  prior  to  1821  invested 
in  this  way  only  $1,700;  in  1821,  however,  it  bought 
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$85*000  worth  of  the  certificates. 

It  was  only  a  question  of  months  before  John 
Jacob  Astor  also  found  the  canal  issues  irresistible, 
although  he  had  overlooked  their  existence  completely 
for  a  period  of  more  than  four  years.     By  1822,  Astor 
not  only  began  to  buy  large  blocks  of  stock  as  they 
were  issued,  but  he  made  a  considerable  effort  as  well 
to  buy  up  portions  of  older  loans  as  they  became  avail- 
able in  the  market.    By  the  end  of  the  year  Astor1 s 
total  holdings  of  New  York  stock  amounted  to  more 
than  $213,000,  which  he,  like  Bucknor,  LeRoy,  Bayard 

ic  Company,  and  Prime,  Ward  and  Sands  disposed  of  Just 

2 

as  soon  as  it  seemed  profitable  to  do  so. 

It  is  not  surprising  that  the  interest  of  wealthy 
Americans  in  canal  stock  should  have  increased  consid- 
erably in  the  midst  of  the  depression  of  1819-1322. 
Generally  this  depression  was  disastrous  both  for  bus- 
iness and  for  agriculture;  evaluated  narrowly,  however, 


1.  Bucknor  and  Prime,  Ward  and  Sands  were  listed  as 

"Brokers  of  the  New  York  Exchange  Board"  in  1817. 
Scoville,  The  Merchants  of  New  York  City. II, 
128.    Within  a  year  or  nis  purcnase,  Bucicnor  sold 
all  but  $100  worth  of  his  holdings  of  canal  stock. 
LeRoy,  Bayard  &  Company  sold  its  entire  Investment 
within  two  years.     In  1822,  Prime,  Ward  and  Sands 
held  $98,000  of  stock,  which  was  diminished  by  - 
progressive  sales  to  slightly  above  $10,000  by 
1821*.    Cf. "Lists  of  Stockholders... Dec.  31,  1821 J " 
"...Dec.  31,  1822;"  "...Dec. 31,  1823;"  ".  ..Dec.  31,18214.." 

2.  "Lists  of  Stockholders..." 
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in  terms  of  making  possible  the  swift  and  economical 
completion  of  the  canals,  the  depression  prorided  the 
state  with  unanticipated  advantages  of  a  considerable 
sort.    By  1820,  its  impact  was  felt  sufficiently  to 
enable  the  Canal  Commissioners  to  negotiate  contracts 
at  prices  that  were  from  30#  to  k0%  lower  than  those 
that  had  prevailed  during  previous  seasons  for  com- 
parable Jobs.*    While  farmers  of  the  Genessee  Valley 
declared  that  the  fall  in  farm  prices  was  "without  a 
parallel"  in  the  past,  threatening  their  very  survival, 
the  Governor  and  the  Legislature  agreed  that  the  ex- 
isting economic  conditions  provided  a  "favorable  op-. 

portunity"  and  "great  advantages"  for  completing  the 
2 

canal.  Members  of  the  Legislature  considered  "the 
cheapness  and  abundance  of  labor"  and  "the  low  rate 
of  interest  at  which  money  could  be  obtained"  as 


1.  "Report  of  the  Canal  Commissioners,  12  March,  1821," 

NY  CI. Laws,  II,  7;  Lincoln,  ed.,  Messages. .., 
II,  lVkk-kb.     

2.  "Extract  from  an  Address  delivered  before  the  Gen- 

essee Agricultural  Society,  at  their  Cattle  Show 
and  Fair  held  at  Batavia,  on  the  16 th  of  October, 
1820.    By  Samuel  M.  Hopkins,  Esq.,  President, ■  in 
Matthew  Carey,  Essays. . . ,  lj.19.    The  severity  of 
the  depression  may  be  judged  by  the  fall  in  com- 
modity prices  between  January,  1817 ,  and  December, 
1820.    The  price  of  wheat,  so  important  in  New  York 
State  as  an  export,  fell  from  $2.72  to  $.68  a  bush- 
el; pot  ashes,  from  $200  to  $112.50  a  ton;  cotton, 
from  $.26  to  $.114.  a  pound;  hogs1  lard,  from  $.185  to 
$.103  a  pound.    Arthur  H.  Cole,  Wholesale  Commodity 
Prices  in  the  United  States:  170U-1861.  (Cambridge, 
1VJ8),  178-81;  m-mit;  XTT.  LawsTCnT  XXXVI,  I4J4. 
Sess.;  Lincoln,  ed. ,  Messages. . . ,  II,  IOI4.5. 
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Justification  for  allowing  the  Commissioner*  of  the 
Canal  Fund  to  borrow  record-breaking  sums,  so  that 
complete  advantage  might  be  taken  of  the  favorable 
market  for  manpower,  money  and  materials.** 

The  Governor  and  the  members  of  the  Legislature 
correctly  assumed  that  during  this  period  of  depression 
there  would  be  a  great  demand  for  a  safe  investment 
that  might  well  reduce  the  cost  of  borrowing  to  fin- 
ance the  canals.    This  conclusion  was  widely  held;  in 
the  press  it  was  frequently  repeated  that  in  periods 
of  great  depression  there  was  an  "immense  capital" 
available  for  investment.    American  capital  was  des- 
cribed as  "lying  dead,"  and  causing  "embarrassment 
among  capitalists"  who  had  no  alternative  but  to  be- 
gin "loaning  money  at  5%  per  annum."    The  hig£i  price 
of  stocks  in  the  American  market,  it  was  said,  could 
be  attributed  partly  to  the  "demand  in  Europe  as  well 

as  in  the  United  States  for  things  in  which  money  may 

2 

be  safely  and  profitably  invested."      The  high  demand 
for  canal  stock  that  existed  during  the  last  half  of 


1.    NYS.  Laws,  Preamble,  Ch.  XXXVI,  I4J4.  Sess.    The  vot« 
the  Dill  authorizing  expenditures  of  $1,000,000 
in  excess  of  what  the  Commissioners  were  normally 
permitted  to  borrow  ($600,000)  was  23-6  in  the 
Senate  and  79-32  in  the  Assembly.    NYS.  Sen. Jour. 9 
kk  Sess.,  39-U0;  NYS.  Ass. Jour. ,  kk  Sess.,  3%. 


2.    Nlles  Weekly  Register  (Baltimore,  1821),  XX,  3*W  209. 
117  March,  2  June,  9  June,  1821). 
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1820 —  a  period  described  by  John  Quincy  Adams  as  the 
nadir  of  the  depression —  was  reflected  in  the  high 
premium  of  8£  that  the  Bank  for  Savings  paid  for  the 
privilege  of  lending  $263,000  to  the  state  at  an  in- 
terest rate  of  6%  per  annum.      The  anticipated  fall 
in  the  interest  rate  occurred  early  in  1821,  Justify- 
ing the  enlarged  borrowing  policy  that  the  Legislature 
had  authorized.    The  high  demand  for  canal  stock  per- 
sisted throughout  the  year,  and  enabled  the  Commissioners 
of  the  Canal  Fund  to  borrow  $1,1*00,000  at  the  reduced 
rate  of  5%  per  annum  in  a  series  of  loans  that  brought 
attractive  premiums  as  well.^ 

3. 

Economic  recovery,  which  began  to  be  felt  towards 
the  end  of  1821  and  increasingly,  as  the  early  months 
in  1822  succeeded  each  other,  manifested  Itself  in 
a  "general  revival  of  trade"  that,  according  to 
Congressman  Churchill  C.  Cambreleng,  was  "absorbing 
the  capital  of  the  country"  and  gradually  producing 


1.  NYS.  Ass.Docts. ,  60  Sess.,  I,  Doe. No. k,  5>3|  "List 

of  Stockholders. . .Dec.  31,  1822;"  Charles  Francis 
Adams,  ed. ,  Memoirs  of  John  Quincy  Adams,  (Phila., 
1875),  V,  kOT.  "~  

2.  NYS.  Ass.Docts. ,  60  Sess.,  I,  Doc.  No.U,  53. 
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an"advance  in  the  market  rate  of  interest."  Prices 
of  canal  stock  in  the  market  and  the  interest  rate  on 
new  canal  loans  were  directly  affected  by  this  new 
state  of  affairs,  with  the  former  experiencing  a 
gradual  decline  until  mid-year,  when  the  6%  interest 
rate  was  necessarily  restored  for  a  new  loan  of  $600,000. 
Actually,  the  decline  in  the  market  price  of  the  canal 
stock  ended  at  a  Doint  which  was  considerably  hi^ier 
than  where  it  had  been  three  years  earlier,  indicating 
that  the  reputation  of  the  issues  had  been  consider- 
ably enhanced  with  the  passage  of  time.     The  restor- 
ation of  the        interest  rate,  of  course,  could  only 
make  the  investment  in  canal  loans  seem  more  attrac- 
tive than  ever.     It  was  approximately  at  this  time— 
during  the  second  quarter  of  1822--  and  under  these 
conditions  that  British  investors  made  their  first 


1.    U.S.  Cong.,  Debates,  17  Cong.,  1  Sess.,  1331. 
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large-scale  purchases  of  canal  stock. 

There  were  many  reasons  why  Englishmen  should 
have  been  susceptible  to  the  attractions  of  New  York 
canal  stock.     By  this  time  more  than  half  of  the  Erie 
Canal  was  navigable,  which  must  have  seemed  like  good 
evidence  to  many  people  that  the  projects  would  be 
successfully  completed  within  a  short  time.  Moreover, 
since  the  projects  had  won  the  approval  of  Americans 
of  great  wealth,  like  John  Jacob  As  tor  and  Prime,  Ward 
and  Sands,  men  or  firms  with  English  business  connec- 
tions,  English  businessmen  could  not  fail  to  be  con- 


1.    Only  one  list  of  stockholders,  that  dated  29  Dec, 
1836,  and  signed  by  Robert  White,  Cashier  of  the 
Bank  of  the  Manhattan  Company,  who  was  also  a 
transfer  officer  for  the  Canal  Fund,  designated 
"   .  the  residence  of  each  stockholder.     Two  other 

lists,  used  in  conjunction  with  each  other,  make 
possible  the  classification  of  stockholders  irto 
broad  geographical  categories,  as  "New  Yorkers" , 
"Residents  of  other  states,"  and  "foreigners." 
The  information  contained  in  these  lists,  parti- 
cularly in  that  of  1836,  makes  possible  the  iden- 
tification of  many  of  the  investors  of  the  early 
^G's,  especially  of  the  foreigners  who  were  less 
likely  to  transfer  their  stock.     Further  identi- 
fication was  made  on  the  basis  of  the  following: 
American  Almanac,  N.Y.  Register  and  City  Directory, 
UJ.Y.,  LCib).     Longworth  published  directories  ror 
.  New  York  City  under  slightly  different  titles  for  . 
the  years  1817-1825;  DAB  (N.Y.,  1928-19U4);  Diet, 
of  Natl. Blog. .  .  .  from  Tn"e*"earllest  times  to  lVOQ 
ILondon,  l^l-^2J;  Scovllle,  Joseph,  The  Old  Mer- 
chants of  New  York  City,  by  Walter  Barrett  ( pseud.) 
UN.*.,  lotj-fc;;  "Lists  of  Stockholders,  1822,  1823, 
1829;     "Statement  of  the  Residence  of  Canal  Stock 
Holders,  taken  from  the  return  of  the  Manhattan 
Company... 31  Dec,  1829;"    Untitled  List  s/d  by 
Robert  White,  29  Dec,  1836;  The  P0st  Office, 
London  Directory  for  1821.  (London,  1821 J. 
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vinced  that  the  canals  offered  the  possibility  of  a 
sound  investment.     But  there  were  reasons  even  more 
basic  than  these.     Englishmen  had  long-standing  famil- 
iarity and,  frequently,  highly  favorable  experience 
with  investments  in  canal  stock  at  home.     In  addition, 
the  projects  had  received  much  commendatory  publicity 
in  the  English  press.    Most  important  of  all,  of  course, 
was  the  fact  that  there  was  a  surplus  of  exportable 
capital  in  England,  for  which  opportunities  for  in- 
vestment were  eagerly  being  sought. 

Without  question,  canals  and  investment  in  can- 
al stock  were  far  less  of  a  mystery  to  Englishmen  than 
they  were  to  Americans.    The  great  canal  boom  in  England 
was  an  integral  part  of  the  industrial  revolution  of 
the  18th  century;  the  result  of  this  boom  was  a  network 
of  canals  that  wrought  necessary  improvements  in  the 
transportation  facilities  of  the  industrial  areas  of 
Lancashire  and  Yorkshire.     England's  most  important 
rivers—  the  Thames,  Severn,  Humber  and  Mersey--  were 
linked  by  canals,  and  such  developing  centers  of  ind- 
ustrial activity  as  Liverpool,  London,  Birmingham, 
Manchester  and  Leeds  were  given  needed  access  either 
to  seaports  or  to  sources  of  raw  materials.    The  con- 
struction of  England1 s  system  of  artificial  waterways 
continued  through  the  first  quarter  of  the  19th  century, 
and  there  was  continuing  interest  in  the  canals  not 
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only  because  of  the  improved  means  of  transportation 
that  they  afforded,  but  because  they  also  provided 
an  opportunity  for  profitable  investment.1 

In  1821-2?,  Just  prior  to  the  time  when  English- 
men became  interested  in  investing  in  New  York  canal 
stock,  English  journals  contained  numerous  accounts 
of  projected  canals  or  of  those  under  construction  at 
home.     Articles  dealing  with  technical  problems  of 
hydraulics,  canal  engineering,  the  annual  statistics 
of  freight  carried  on  the  inland  waterways,  and  the 
propulsion  of  canal  boats  appeared  regularly.  More 
important,  however,  the  journals  listed  declared  divi- 
dends and  the  prices  of  canal  stocks  at  regular  inter- 
2 

vals.      When  Englishmen  first  began  investing  in  New 
York  canal  stock,  some  stocks  of  English  canal  com- 
panies were  paying  huge  dividends  and  their  prices 


1.  W,  T,  Jackman,  The  Development  of  Transportation 

in  Modern  England.  j Cambridge,  lVlbJ,  1, 

2.  The  Monthly  Magazine;  or  British  Register  (London, 

LI,  tm:  58S;  LIT,  26,  12Y,  132,  171,  268,  U59, 
556-7;  The  Gentleman's  Magazine;  and  Historical 
Chronicle  (London),  UXXXTj  Jbb;  CXXXTTT,  6U.  
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in  the  market  had  soared  to  fantastic  heights. 

While  the  press  kept  Englishmen  informed  of  the 
progress  and  profits  in  inland  navigation  at  home,  it 
turned  its  attention  as  well  to  canal  projects  abroad. 
Laudatory  stories  reprinted  from  American  newspapers 
told  of  the  past  progress  and  the  future  prosperity 
that  the  New  York  canals  would  bring  to  the  state,  in 
language  optimistic  enough  to  have  been  written  by 
Governor  Clinton  himself,     A  writer  in  the  Gentleman's 
Magazine,  for  instance,  declared  that  "the  Junction  of 
the  American  Lakes  with  the  Atlantic  Ocean,  calculated 
to  improve  prodigiously  the  commerce  of  New  York,  goes 


1.     Some  dazzling  prices  for  canal  stocks  were  regular- 
ly reported  in  the  Journals  in  1821-2.  Coventry 
Canal  shares,  originally  fclOO  a  share,  sold  in 
August,  1822,  for  H, 060-11,070  a  share.    The  divi- 
dend on  this  stock  for  the  year  was  1.144-.    Trent  and 
Mersey  stock,  par  value  1100,  sold  in  January, 
1821,  for  L1800  per  share.     The  price  for  Oxford 
canal  stock,  par  value  1100,  was  quoted  at  1710- 
WUO,  and  paid  a  dividend  of  i32.    Leeds  and  Liver- 
pool stock,  par  value  tlOO,  was  quoted  at  1300  in 
January,  1821,  and  paid  a  dividend  of  ilO.  De- 
tails on  profitable  and  unprofitable  Issues  may 
be  found  in  Jackman,  The  Development  of  Transpor- 
tation. . .  ,  I ,  Ii21-li26;  Thomas  Gray,  Observations 
on  a  General  Iron  Railway,  or  Land  Steam  Convey- 
ance I  London,   loZb),         \  L.T.C.  Holt,  The  in- 
land Waterways  of  England  (London,  195>o),  >0. 

Ciene  rally ,  the  Journals  seemed  more  interested 
in  reporting  returns  on  the  more  profitable  issues, 
which  undoubtedly  helped  mislead  the  public.    As  a 
contemporary  observer  pointed  out,  canal  enthusi- 
asts normally  "collected  the  names  of  a  few  canal 
and  river  navigations  that  pay  well  (and  few  they 
are  indeed  when  compared  with  those  that  pay  ill..." 
so  that  "from  reading  their  works,  a  stranger  would 
conclude  that  all  were  alike  beneficial. ■  John 
Sutcliffe,  A  Treatise  on  Canals  and  Reservoirs. .. 
(Rochdale,  1816 J,  iv.  " 


143 


on  nobly  to  its  completion..."      The  London  Times  in- 
formed its  readers  that  the  canals  would  make  New  York 
City  the  "London  of  the  New  World;"      and  Prances 
Wright,  having  returned  from  a  trip  to  America  where 
she  had  seen  the  "big  ditch"  under  excavation  at  Utica, 
reported  in  the  published  account  of  her  journies  that 
the  canal's  "consequences"  would  be  "truly  grand,  af- 
fording a  water-highway  from  the  heart  of  this  great 
continent  to  the  ocean."     The  feminist  and  future 
equal-rights  advocate  had  been  impressed  by  the  gen- 
erous way  in  which  nature  had  endowed  the  new  Republic 
with  rivers  and  lakes,  and  predicted  that  it  would 
only  be  a  short  time  before  "states  now  in  embryo" 
would  pour  their  produce  eastwards,  through  all  the 
avenues  of  transportation,  natural  and  artificial, 
that  would  be  open  to  them. 

In  the  financial  column  of  the  London  Times 
there  appeared  an  article  which,  in  assessing  the 
canals  purely  from  the  point  of  view  of  business 


1.  (Oct.,  1822),  XCII,  Part  II,  v. 132,  363. 

2.  September  3,  1822. 

3.  Darusmont,  Frances  Wright,  Views  of  Society  and 

Manners  in  America... by  an  Englishwoman.  I  London, 
18^1),  1/9,  o'5-y.     A  large  portion  of  the  book, 
including  the  section  containing  Miss  Wright1! 
observations  on  the  canal,  was  republished  in 
The  Monthly  Magazine;  or  British  Register,  Janu- 
ary,  TEST.  Vol. Ill,  Part  II. — For  1821.  615,  620. 
There  was  also  an  edition  published  in  New  York 
in  1821. 


144 


administration,  concluded  that  the  projects  were  fund- 
amentally sound.     Actually,  the  article  was  a  reflection 
of  the  optimistic  outlook  of  the  editor  of  the  Albany 
Argus —  hardly  an  unbiased  source--  where  it  had  ap- 
peared originally.     It  asserted  that  the  state  could 
complete  the  canals  by  depending  exclusively  on  its 
own  resources  and  without  placing  an  undue  strain  on 
the  economy  of  the  state.    Moreover,  readers  of  the 
Times  were  informed  that  the  entire  canal  debt  could 
be  retired  within  a  period  of  twenty-five  or  thirty 
years  merely  by  using  the  duties  that  the  state  col- 
lected at  the  Cnandaga  salt  works  and  the  canal  tolls 
that  the  shipment  of  such  salt  would  yield  when  sent 
to  market.1    The  reference  to  the  growing  "salt  town" 
of  Syracuse  in  connection  with  the  expected  profits 
that  the  canal  would  yield  could  not  have  failed  to 
impress  potential  English  investors,  many  of  whom  were 
familiar  with  the  fact  that  the  salt  industry  was 
partially  responsible  for  the  development  of  the  can- 
al system  in  the  Midlands.    Many  of  the  subscribers 
to  the  stock  of  the  Mersey  and  Trent  canal,  which  cut 
across  the  narrow  waist  of  England  linking  the  Irish 
and  North  Seas         making  water-borne  transportation 
possible  between  Liverpool  and  Hull,  were  manufacturers 
of  salt;  this  canal  had  turned  out  to  be  a  most  profitable 


1.    September  6,  1822, 
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venture  in  itself  and  of  inestimable  value  to  the  salt 
industry.* 

Neither  familiarity  with  canals,  however,  or 
previous  profitable  investments  in  canal  stock,  or 
confidence  in  the  safety  and  profit  of  New  York  State's 
canal  loans  could  have  lured  English  capital  to  New 
York  if  it  could  have  been  invested  as  safely  and  as 
profitably  at  home.    By  1819,  English  bankers,  in 
fierce  competition  with  each  other  for  opportunities 
for  investment  at  home,  were  anxiously  looking  to  the 
continent  and  to  North  and  South  America  for  profit- 
able opportunities  for  investment  abroad.     Joseph  Lowe, 
a  contemporary  English  economist  writing  in  1823,  ex- 
plained the  rapid  growth  of  interest  in  foreign  in- 
vestment in  terms  of  circumstances  that  developed  after 
Waterloo.     "One  of  the  chief  features  in  the  transition 
from  war  to  peace,"  Lowe  wrote,  "/was*7. ..the  increase 
in  disposable  capi tal . . . /In  Britain/."    This  surplus 
capital,  he  pointed  out,  found  its  way  into  foreign 
investment  because  "the  interest  of  money  is  always' 
highest  in  the  least  advanced  communities,  and  capital 

has  consequently  a  tendency  to  move  thither,  not  rapid- 

2 

ly  ...but  progressively."      Here  was  the  chief  reason 


1.  Jackman,  The  Development  of  Transportation...,  I,  36lj.# 

2.  Joseph  Lowe*  The  Present  State  of  England  in  Regard 

to  Agriculture,  Trade  and  Finance.  (London,  132 j J , 

i+oi,  uok.  
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for  the. sudden  interest  of  English  investors  in  New 
York  canal  stock,  one  fully  appreciated  by  New  Yorkers 
who  were  aware  that  English  investment  in  their  canals 
constituted  Just  a  small  detail  of  the  much  larger 
story  of  English  investment  overseas.* 

The  initial  large-scale  impact  of  English  cap- 
ital on  New  York  State1 s  Canal  Fund  occurred  in  Kay, 
1822.     The  rapid  movement  of  English  capital  overseas 
that  year  seemingly  contradicted  Lowe!s  assertion 
that  such  a  movement  into  relatively  underdeveloped 
areas  proceeds  "not  rapidly. . .but  progressively. " 
Even  Lowe  conceded  that  1822  was  "remarkable  for  the 
extent  of  such  transfers.        The  Canal  Loan  of  May, 


1.  Existing  financial  conditions  in  Great  Britain  wer* 

understood  in  New  York  as  easing  credit  facilities 
in  the  United  States  and  elsewhere.   "There  is  a  vast 
disposable  capital  in  Great  Britain, "Governor  Clinton 
pointed. out  in  1823f  adding  that  because  the  British 
government  required  no  loans  "in  a  period  of  peace... 
the  greatest  borrower  is  consequently  out  of  the  mar- 
ket.    For  this  reason,  he  informed  Canal  Commissioner 
Williaas  of  Ohio,  "the  monied  men  of  Europe"  were  able 
to  accommodate  "Prance,  Austria,  Russia,  and  some  of 
the  governments  in  South  America  with  extensive  loans. n 
For  the  same  reasons,  he  maintained  that  Ohio's  need 
for  credit  would  be  accommodated  and,  he  might  have 
added,  with  Justice,  that  the  state  of  New  York  to 
some  extent  had  already  been  accommodated.  Clinton 
to  Micajah  Williams,  8  November,  1823.  DWC  Pps. 

2.  Lowe,  The  Present  State  of  England...,  I4.OI.  It  was 

within  a  year  after  the  first  neavy  British  invest- 
ments were  made  in  canal  stock  that  this  influx  of 
English  capital  became  clearly  recognized  in  New  York 
as  a  phenomenon  of  some  proportions.     In  this  connec- 
tion, the  opposition  of  Senator  John  A.  King  to  a 
special  tax  on  foreign  property  within  the  state  is 
revealing.    King  pointed  out  that  "the  system  of  pub- 
lic Improvements"  that  was  under  construction  required 
"constantly  large  advances  of  money;"  and  he  declared 
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1622,  was  for  $600, 00C,  bore  an  annual  rate  of  Interest 
of  6^'  rer  annum,  and  was  awarded  originally  to  the 
Mechanics  and  Fanners  Bank  and  the  New  York  State  Bank, 
both  of  Albany,  at  a  premium  of  lf"S.*    Almost  immedi- 
ately, this  loan  went  through  a  process  of  fragmenta- 
tion 1b  which  the  banks  and  subsequently  John  Jacob 
Astor,  the  Elfish  firm  of  Thomas  Wilson  and  Company, 
and  Svinton  C.  Holland,  one  of  the  Baring  Brothers1 

partners,  were  instrumental  in  transferring  a  large 

2 

proportion  of  it  to  investors  in  Great  Britain. 
Later  that  year,  Wilson  and  Company  and  Holland  par- 
ticipated conspicuously  in  placing  almost  half  of  the 
total  of  two  loans     amounting  to  $550,000  with  British 
investors  in  the  short  period  of  three  months.  A 
smaller        loan  showed  the  same  propensity  of  its  im- 
mediate predecessors  to  gravitate  towards  the  London 


1.  XTS.  Ass. Poets. ,  60  Sess.,  I,  Doc.No.ij.,  53. 

2.  Eolland  was  a  partner  in  the  firm  of  Baring  Brothers, 

rut  in  these  operations  he  was  acting  on  his  own. 
William  F.  Irvine,  A  His  tory  of  the  Family  of  Holland 
of  Mobberley  and  Knutsi'ord  (Edinburgh,  IVU2j,  7U.  


\  contc  irom  p.  ) 

that  it  was  far  more  advisable  for  the  state  to  "in- 
vite and  encourage  the  investment  and  circulation  of 
capital  within  its  limits*  than  to  discourage  it  by 
taking  the  property  of  foreigners.     This  was  a  policy 
which,  in  the  Senators  opinion,  would  "clip  the  wings 
by  which  Aew  York7. .  #  soared  so  far  above  her  sister 
states."  ~NYS.  Sen. Jour. ,  I4.6  Sess.,  262;  Albany  Daily 
Advertiser,  16  April,  ld23.   * 
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money  market;  and  in  this  case,  after  fifteen  months,  the 
bulk  of  the  loan  was  also  held  chiefly  by  Englishmen. 

As  English  interest  in  canal  stock  continued 
to  mount,  English  investors  were  less  content  to  wait 
for  new  loans  to  be  offered  to  the  public.  Whenever 
new  issues  appeared,  they,  of  course,  took  large  por- 
tions for  themselves,  but  they  did  not  fail,  at  the 
same  time,  to  take  advantage  of  whatever  opportunities 
arose  to  relieve  Americans  of  their  holdings  of  earlier 
issues.     John  Deacon,  Thomas  Cotterill  and  Swinton  C. 
Holland  made  modest  efforts  in  this  direction  during 
1622,  but  it  was  only  by  the  following  year  that  Bar- 
ing Brothers,  having  made  its  first  investment  in  a 
canal  loan,  led  all  others  in  an  aggressive  effort 
to  buy  up  portions  of  older  loans  in  the  open  market. 
In  addition  to  investing  in  three  of  the  four  loans 
floated  by  the  Commissioners  of  the  Canal  Fund  in  1823, 
Baring  Brothers  succeeded  in  gaining,  at  the  same  time, 
possession  of  varying  amounts  of  seven  older  issues 
that  reached  as  far  back  as  the  loan  of  July,  18lfi. 
These  investments  ranged  in  amount  from  $500  in  the 
loan  of  October,  1819,  to  $171,000  in  that  of  August, 
1823.    By  the  end  of  1823,  the  firm  had  in  its  possession 


1.     Cf.  "List  of  Stockholders. ..Dec. 31,  1822;"". . .Dec. 
31,  1823. " 
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$2U1,000  of  various  issues  of  New  York  State  canal 
stock,  which  increased  to  a  total  of  $32?, 923. 30  by 
1821+.1 

Increasingly  after  1623,  the  Transfer  Officer's 
list  of  subscribers  to  the  canal  loans  contained  names 
of  foreign  investors.     Included  among  the  names  of 
many  individuals,  now  unknown,  who  invested  a  few  thou- 
sand dollars  each,  were  those  of  prominent  financiers, 
businessmen,  landowners,  and  banking  firms.  Samuel 
Jones  Loyd,  of  the  firm  of  Jones  and  Loyd  of  London, 
a  man  with  a  long  career  in  banking  and  finance  be- 
hind him,  invested  the  large  sun  of  $122,000  in  canal 
stock  in  1823,  increased  this  amount  to  $1^,000  the 
following  year,  and  retained  his  stock  for  at  least 
ten  years,  if  not  more.    Peter  Lord  King,  a  wealthy 
landowner,  who  had  written  on  the  related  subjects  of 
money  and  banking  and  therefore  could  pass  as  an  author- 
ity in  the  field  of  finance,  demonstrated  his  confi- 
dence in  the  canal  issue  by  buying  his  first  block  of 
stock  for  $U,000  in  1323;  by  1824,  he  had  increased 
this  amount  to  $28,500,  and  according  to  available 
records,  held  $L|.0,500  in  1829,  which  he  did  not  re- 
linquish until  1837.    James  cropper,  of  the  firm  of 


1.     "List  of  Stockholders. ..Dec. 31,  1821;"  "...Dec. 31, 
1822";  "...Dec. 31,  1823";  "...Dec. 31,  182U." 


Cropper,  Benson  and  Company  of  Liverpool,  a  man  with 
long  experience  in  Anglo-American  trade,  who  combined 
his  interest  in  speculation  with  his  enthusiasm  for 
internal  improvements,  also  invested  in  New  York  canal 
issues.     But  the  future  director  of  the  Liverpool  and 
Kanchester  Railroad  did  not  lock  hi3  certificates  up 
in  his  vault,  as  apparently  King  and  Jones  did,  in 
order  to  collect  interest  every  quarter;  Cropper  re- 
peatedly bought  and  sold  various  issues  in  varying 
amounts,  as  did  many  large-scale  foreign  investors 
through  whose  hands  many  certificates  passed  before 

they  came  to  rest  in  the  possession  of  someone  of  non- 
1 

speculative  tastes.      Several  banking  concerns  to  which 
the  British  people  looked  for  financial  leadership  were 
very  active  as  investors  or  as  brokers  in  connection 
with  the  canal  issues.    Among  these  firms,  besides 
the  House  of  Baring,  were  Smith,  Payne  and  Smith  and 


1.     For  sketches  of  King,  Loyd  and  Cropper,  see  DNB; 

Axon,  William  E. ,  The  Annals  of  Kanchester  \  London, 
1866),  15^;  Clement  Jones,  Flor.eer  Shipowners 
(Liverpool,  1935),  16-21;  The  night  Honorable  Lord 
Overstone,  (Samuel  Jones  Loyd),  Tracts  and  other 
Publications  on  Metallic  and  Paper  Currency  { London, 
losyj;  Lord  King,  Thoughts  on  the  ElTects  of  the 
Bank  Restrictions  (London,  180U). 

"Lists  of  Stockholders. . .Dec. 31,  1822;"  "...Dee. 
31,  1623";  "...Dec. 31,  I82i+n;  "...Dec. 31,  1829"; 
"...Dec.  31,  1831";  "...Dec.  31,  1633";  *...Dec.29, 
1636";  NYS.  Ass. Poets.,  59  S«ss..  I,  Doct.  Xo.k, 
"T";  62  Sess. ,  11,  Doct.  No. 26,  #36. 


Gowan  and  Marx  of  London;  Galton,  Galton  and  James, 
and  Lloyds  of  B irmingham. 

Foreign  funds  for  the  construction  of  the  canals 
also  came  from  Canada,  the  West  Indies,  Switzerland, 
3ermuda,  Scotland,  Spain,  France,  and,  in  the  case  of 
one  investor,  from  'China.     England,  however,  was  the 
major  source  of  the  foreign  capital  which  found  its 
way  to  the  Canal  Fund,     It  was  a  small  proportion  of 
the  wealth  that  trade  and  manufactures  had  brought 
to  London,  Birmingham,  Manchester,  Bristol  and  Liver- 
pool that  constituted  the  substance  of  foreign  in- 
vestment in  the  New  Yor*  canals, 

k. 

Between  June,  1817,  and  November,  I52!j ,  a  total 
of  $7, U11 ,770.99  was  borrowed  in  order  to  finance  the 
construction  of  the  Erie  and  Champlain  Canals This 
amount,  extremely  large  for  its  time,  was  raised  by 
means  of  twenty-four  separate  loans.     The  earliest 
loans  were  for  modest  amounts;  between  1517  and  1820 
only  one  out  of  a  total  of  nine  exceeded  the  sum  of 
$200, OCO,  while  five  others  were  for  sums  of  less  than 


1.    NYS.  CI. Laws,  II,  293;  NYS .Ass .Poets . ,  60  Sess.,  I, 
Doc.  No.  U.,  53-U.     There  is  a  discrepancy  between 
these  two  accounts  of  $1.08.    The  Commissioners 
borrowed  in  addition  $270,000  in  July,  1825,  on 
a  short-term  basis,  which  was  reimbursed  in  1826. 
NYS.  Sen. Jour. ,  50  Sess.,  399. 
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that  amount.     Early  In  1321,  the  rat©  of  borrowing 
wa3  abruptly  Increased  to  allow  the  Commissioners  of 
the  Canal  Fund  to  take  full  advantage  of  the  lowered 
costs  of  borrowing  that  the  depression  made  possible. 
This  meant  that  the  rate  of  borrowing  was  doubled 
within  a  year,  having  been  increased  from  a  total 
of  $693,000  in  1920  to  $1,1*00,000  in  1821.    Once  the 
rate  of  borrowing  was  lifted,  the  increased  rate  of 
construction  that  took  place  required  that  it  be  main- 
tained.* 

The  contrast  between  the  amounts  borrowed  be- 
tween June,  1817,  and  October,  1819,  when  the  middle 
section  was  completed,  and  between  May,  1922,  and  July, 
1821*--  periods  of  approximately  equal  length--  is  strik- 
ing.   During  the  first  period,  a  total  of  $800,000  was  * 
borrowed;  during  the  second,  $3,650,000.    But  the  im- 
portance of  the  first  sun  cannot  be  measured  in  quanti- 
tative terms  alone,  for  it  made  possible  the  construction 
of  the  middle  section,  which  provided  the  visible  proof 
that  the  internal  resources  of  the  state  were  sufficient 
to  permit  the  completion  of  a  large  segment  of  the  en- 
tire project  without  resorting  to  outside  support  to 


1.    NYS.  Ass. Poets. ,  60  Sess.,  I,  Doc. No. I*,  53-1*.  The 
annual  rate  of  borrowing  was  for  1817, $200, 000; 
1819,  $200,000;  1819,  $1*00,000;  1820,  $693,500; 
1821,  $1,1*00,000;  1922,  $1,350,000;  1823,  $1,600,000; 
and  1821*,  $1,568,270.99. 
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any  appreciable  extent.     It  served  to  demonstrate  the 
technical  competence  of  surveyors,  engineers,  and 
contractors,  and  in  this  way  helped  to  banish  the 
fears  of  those  who  had  felt  that  the  technological 
problems  involved  were  insuperable.     Moreover,  the 
successful  completion  of  the  middle  section,  accomp- 
lished on  the  basis  of  this  relatively  small  sum,  was 
partly  responsible  for  the  widened  support  that  the 
canal  stock  won  immediately  afterwards. 

The  seven-year  period,  during  which  the  state 
borrowed  to  pay  for  the  construction  of  the  canals, 
appears  to  have  been  a  favorable  one  for  raising  the 
more  than  $7,U00,000  that  the  enterprise  required. 
During  this  period,  the  Commissioners  of  the  Canal 
Fund  never  encountered  serious  difficulty  in  borrow- 
ing the  sums  necessary;  nor  did  they  ever  find  it 
necessary  to  exceed  the  6£  annual  rate  of  interest 
on  their  loans.     The  thirteen  loans  that  were  offered 
at  the  t%  per  annum  interest  rate  were  negotiated,  at 
par  or  above,  with  two  of  them  bringing  premiums  as 
high  as  8^.    Generally,  the  5£  loans  were  received 
favorably  also;  and,  although  on  occasion  they  en- 
countered a  certain  amount  of  resistance  in  the  money 
market,  this  resistance  was  never  great  enough  to 
raise  questions  about  the  basic  soundness  of  the  in- 
vestment.   Thus,  in  June,  1823,  the  Commissioners  of 
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the  Canal  Fund  were  unable  to  market  a  5*  loan  for  a 
half  ir.illion  dollars  on  more  favorable  terms  than  a 
discount  of  6i£,  but  this  situation  was  of  brief  dur- 
ation.1   By  the  final  year  of  construction  on  the  Erie 
Canal,  when  the  Champlain  Canal  was  already  completed 
and  both  were  earning  impressive  tolls,  four  loans 
amounting  to  a  total  of  more  than  $1,500,000  and  bear- 
ing an  interest  rate  of  5*  per  annum  brought  premiums 

2 

that  varied  between  8-1/100.*  and  10-62/100*. 

3y  182U,  despite  the  large  influx  of  foreign 
funds,  the  bulk  of  the  canal  debt  was  still  in  American 
hands."    During  the  next  five  years,  the  steady  movement 
of  stock  certificates  overseas  continued,  so  that  by 
1629  foreign  ownership  of  canal  stock  exceeded  the  amount 
owned  by  Americans  by  several  hundred  thousand  dollars.'4' 


1.  NYS. Ass .Poets . ,  60  Sess.,  I,  Doc. No.  k,  52-3. 

2.  NYS. CI. Laws ,  II,  175.     Under  two  separate  acts,  the 

national  government  borrowed  $10,000,000  at  an  in- 
terest rate  of  lif*.    Both  loans  were  redeemable  in 
Januarv,  1632.    US.  Statutes,  18  Cong.,  1  Sess., 
Chs.  1U0,  192;  U.S.Ce  nsus  Office,  10  Census,  (lo80) 
VII,  358-9.   

3.  $3»9UO,000  represented  investments  of  Americans, 

chiefly  New  Yorkers.    More  than  $2,Il00,000  were 
investments  of  foreigners,  chiefly  British.  The 
remaining  creditors  whose  holdings  totalled  about 
SI, 071, COO  could  not  be  identified  as  to  residence. 
"List  of  Stockholders... 31  Dec.,  l32i±." 


k.     "List  of  Stockholders... 31  Dec,  1829." 
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The  following  six-year  period  revealed  that  foreign 
investors  tended  to  hold  on  to  their  certificates  more 
tenaciously  than  did  Americans,     As  a  result  of  con- 
tinuing redemptions  between  January,  1833,  and  Decem- 
ber, 1836,  the  canal  debt,  by  the  latter  date,  shrank 
to  a  sum  of  $3,iM,000t  of  which  $2,896,000  was  held 
by  foreigners  while  only  $5U8,000  remained  in  the 
possession  of  Americans,* 

The  greatest  risk  in  financing  the  Erie  and 
Champlain  Canals  was  assumed  by  New  Yorkers  of  moder- 
ate means  who  were  already  on  the  road  towards  achiev- 
ing modest  success  and  respectability  as  businessmen, 
merchants  and  bankers.     Sharing  this  risk,  unknown  to 
themselves,  were  the  working  people  whose  small  depos- 
its were  accumulated  in  the  Bank  for  Savings  and  in- 
vested by  the  trustees  in  canal  stock.    These  funds 
made  possible  the  construction  of  the  middle  section 
of  the  Erie  Canal,  which,  in  part,  served  to  attract 
Americans  of  larger  means,  who  had  shunned  canal 
stock  during  the  early  years.    Rapid  progress  in  con- 
struction, together  with  the  evidence  of  generous 


1.     Computed  from  the  untitled  list  compiled  and  signed 
by  Robert  White,  Cashier,  Manhattan  Company,  New 
York,  29  Dec,  1836.    Almost  a  year  earlier,  as 
of  the  first  week  of  January,  1836,  the  distri- 
bution of  the  canal  debt  was  as  follows:  Foreigners, 
$3,365,000;  Inhabitants  of  New  York  State,  $933,000; 
Inhabitants  of  other  states,  $51,900.    Total,  $U,  31*9,000. 
NYS.Ass.Docts. ,  59  Sess.,  Vol.1,  Doc. No.!*,  10. 
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domestic  support  of  the  projects,  made  the  canals  a 
source  of  interest  to  English  capitalists  who,  at 
the  time,  had  more  funds  than  they  could  use  at  home 
and  were  in  search  of  profitable  investment  opportuni- 
ties abroad.    Under  these  circumstances,  there  was  a 
large  influx  of  English  capital  into  New  York  State 
in  the  form  of  investments  in  canal  stock. 

It  is  highly  doubtful  if  the  influx  of  English 
capital  was  an  indispensable  factor  in  making  possible 
the  completion  of  the  canals,     English  investment  in 
canal  stock  began  to  be  important  only  about  1822, 
when  large  portions  of  the  projects  were  already 
completed,  when  there  was  a  steadily  mounting  income 
from  tolls,  and  when  the  elements  of  risk  as  far  as 
the  investor  was  concerned  had  been  considerably  dim- 
inished.    Without  doubt,  the  availability  of  English 
capital  helped  to  lower  the  costs  of  borrowing.  How- 
ever, had  the  state  been  restricted  to  such  sources 
of  capital  as  it  had  relied  upon  until  1822—  that  is, 
had  it  been  required  to  rely  mainly  upon  American 
sources,  consisting  largely  of  investments  of  New 
Yorkers —  the  projects  still  would  have  been  brought 
to  a  successful  completion,  although  perhaps  in  a 
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somewhat  longer  time  and  at  a  slightly  higher  coat. 


la     It  is  interesting  to  note  that  after  the  War  of 
1812,  the  possibility  of  another  war  with  Brit- 
ain and  the  need  for  access  to  the  Canadian  fron- 
tier- under  such  circumstances  were  offered  as 
additional  reasons  in  support  of  the  construction 
of  the  canals.     At  the  same  time,  the  necessity 
to  divert  American  produce  from  being  exported 
down  the  St. Lawrence  was  caressed  as  well.  Para- 
doxically, large  amounts  of  English  capital  vers 
invested  in  the  projects  designed  ostensibly  to 
avoid  such  contingencies.     Albany  Daily  Advertiser, 
.  Ik  June,  1616,  18  Nov.,  181b;  Albany  Gazette  and 
Dally  Advertiser,  2  April,  18171 
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CHAPTER  VI. 
The  Canal  Fjmd  as  a  -ar.'-<  for  Development 

The  official  opening  of  the  Erie  Canal,  with 
its  fanfare,  speeches,  discharge  of  cannon,  and  fes- 
tive procession  across  the  state  led  by  the  Governor's 
barge,  took  place  in  1825.     New  Yorkers  had  reason  to 
celebrate:     the  construction  of  the  great  artery  that 
joined  the  waters  of  the  Lakes  with  those  of  the  Hudson 
River  was  a  technical  achievement  of  considerable  mag- 
nitude.    It  was  a  financial  achievement  as  well,  and 
evidence  of  this  began  to  appear  as  early  as  1821, 
when  the  first  revenues  from  tolls  collected  on  the 
partly-completed  canal  began  to  flow  into  the  Car.al 
Fund.    3y  1825,  the  year  of  the  official  opening,  the 
more  than  $500,000  received  from  tolls  exceeded  by 
$100,000  the  amount  necessary  to  pay  the  interest  on 
the  outstanding  canal  debt.* 

Prosperity,  however,  raised  the  immediate  prob- 
lem of  what  was  to  be  done  with  the  surplus  revenues. 
When  the  Legislature  considered  the  matter  in  1826, 
the  answer  seemed  simple  enough.    The  Commissioners 
were  authorized  to  invest  in  the  public  stocks  of  the 
United  States,  of  the  cities  of  Albany  and  New  York, 


1.    NYS. Ass. Poets. ,  60  Sess.,  I,  Doc. 3,  "U*;  NYS. 
A  as .j  our.,  Iff  Sess.,  I,  997. 
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or  to  retire  outstanding  canal  certificates  provided 
that  they  could  be  purchased  on  favorable  terms. * 
The  Commissioners  soon  discovered  that  the 
national  government  and  the  cities  had  little  to 
offer  them  by  way  of  investment  opportunities,  and 
the  creditors  of  the  Canal  Fund  were  so  well  satis- 
fied with  their  investments  in  canal  stock  that  they 
refused  to  part  with  their  certificates.     The  Annual 
Reports  of  the  Canal  Commissioners  detailed  the  increased 
amounts  of  produce  and  passengers  carried  through  the 
canals;  Reports  of  the  Commissioners  of  the  Canal  Fund 
showed  a  mounting  income  from  tolls,  salt  duties,  and 
auction  duties.     If  such  information  were  not  enough 
to  persuade  investors  in  canal  stock  that  their  cer- 
tificates were  worth  retaining,  the  quoted  price  of 
canal  stock  carried  in  the  newspapers,  no  doubt  helped 
to  do  so. 

With  all  the  authorized  avenues  of  investment 
closed,  the  Commissioners  reported  that  the  revenues 
remained  "in  the  depositing  banks  producing  nothing. " 
3ecause  the  Commissioners,  as  "faithful  guardians  of 
the  fund  entrusted  to  their  management"  were  enjoined 
by  law  to  make  the  Canal  Fund  as  "productive"  as 

1.  NYS.  Laws,  U9  Sess.,  Ch.  CCCXIV. 


possible,  Comptroller  William  L.  Karcy  approached* 
bankers  of  Albany  and  Troy  in  1826  to  determine  what 
they  would  offer  for  deposits  of  the  revenues  of  the 
Erie  and  Champlain  Canal  Fund,* 

Little  did  the  Comptroller  realize  when  he  ne- 
gotiated with  the  banks  in  1626  that  he  was  taking 
the  first  step  in  the  creation  of  a  mechanism  that 
would  introduce  the  revenues  of  the  Canal  Fund  into 
the  channels  of  business,  so  that  eventually  their 
influence  in  the  economy  would  be  felt  from  one  end 
of  the  state  to  the  other.    This  process  of  involve- 
nent  with  the  banks  began  as  a  modest  effort  in  the 
Albany-Troy  area  to  earn  a  return  on  the  revenues  of 
the  Canal  Fund;  soon,  it  embraced  the  banks  along  the 
line  of  the  canals  and  gradually  spread  to  include 
many  banking  institutions  as  distant  from  the  canals 
as  Cgdensburgh  in  the  North  and  New  York  City  in  the 
South,    Without  exaggeration,  the  Commissioners  of 
the  Canal  Fund  could  truly  say  by  183U  that  the  reven- 
ues of  the  Fund  were  "diffused  through  every  department 
of  business," 


1.  NY5,  Ass. Poets. ,  56  Sess.,  Doc. No. k*  I»  20-22; 

58  Sess.,  1,  Doc,  No.!;,  15-16;  KYS. Ass .Jour. , 
U2  Sess.,  396-7. 

2.  NYS. Ass. Poets. ,  58  Sess.,  I,  Doc.No.ij.,  18;  57 

Sess.,  I,  Doc.  No.lj.,  19. 
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The  process  of  "diffusion0  began  when  the  Bank 
of  Troy  and  the  Farmers1  Bank  of  the  same  city  agreed 
to  pay  the  Canal  Fund  5%  per  annum  for  the  privilege 
of  dividing  its  surplus  revenues;  the  following  year, 
on  the  basis  of  competitive  bidding,  the  New  York  State 
Bank  and  the  Mechanics1  and  Farmers'  Bank,  both  of 
Albany,  supplanted  the  Troy  banks  as  the  "depository 
banks"  for  the  Canal  Fund,  despite  the  fact  that  they 
offered  only  3f/»  for  the  revenues.*    This  arrangement 
marked  the  beginning  of  an  enduring  relationship  be- 
tween the  two  banks  in  Albany  and  the  Canal  Fund,  whose 
resources  would  soon  constitute  an  impressive  proportion 
of  their  total  deposits.    The  Fund  was  eventually  com- 
pensated for  the  low  return  that  these  banks  paid  on 
their  deposits,  for  they  became  the  only  banks  on  which 
the  Commissioners  were  able  to  draw  "at  sight."  In 
1827,  however,  such  an  advantage  was  clouded  by  the 
more  apparent  fact  that  a  2%%  return  on  their  revenues 
was  low,  and  the  Commissioners,  therefore,  felt  Justi- 
fied in  seeking  out  "opportunities  to  improve  the  pro- 
ductiveness of  the  large  sums  coming  into  their  hands, 

2 

and  constantly  in  bank  at  this  low  rate  of  interest, " 


1.  NYS.  Ass. Poets. ,  56  Sess.,  I,  Doc. No. k,  1#  20-21; 

58  Sess.,  i,  Doc. No. k$  15-16. 

2.  NYS.  Ass. Poets. ,  58  Sess.,  I,  Doc. No. If,  15-16. 
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The  Coral S3  loners  were  handicapped  in  their 
effort  to  seek  cut  more  advantageous  arrangements 
for  investing  the  revenues  of  the  Canal  ?und  because 
their  opportunities  for  investment  were  restricted 
to  banks.     With  no  alternative,  they  would  be  compelled 
to  compromise  with  bankers  on  their  proposals  for  the 
acceptance  of  deposits  of  the  Canal  Fund.     Other  banks 
offered  to  pay  higher  interest  rates  than  the  deposi- 
tory banks  paid,  only  if  the  Commissioners  would  make 
"time"  deposits,  but  such  proposals  the  Commissioners 
had  to  reject,  arguing  that  they  had  no  specific  in- 
structions from  the  Legislature  regarding  how  far  they 
might  enter  into  a  relationship  with  the  banks  and  that 
they  feared  involvement  with  banking  institutions  whose 
"solvency  and  good  management"  they  had  no  way  of  Judging. 

Progressive  increase  in  the  use  of  the  canals  pro- 
duced, of  course,  greater  revenues  and  kept  the  question 
of  their  disposal  constantly  before  the  Commissioners. 
Despite  the  disbursement  of  more  than  a  million 
dollars  for  interest  payments,  repairs,  maintenance,  and 
retirement  of  canal  stock  owned  by  the  General  Fund  of 
the  State,  the  Commissioners  had  a  surplus  of  more  than 
$563,900  on  hand  at  the  end  of  the  fiscal  year  1829. 


1.     NYS.  Ass. Poets. ,  56  Sess.,  I,  D0c.N0.l4.,  20-22. 


Even  the  Directors  of  the  depository  banks  were  alarmed 
and  asked  that  they  be  "relieved  of  a  portion  of  the 
deposits  on  hand."1    By  1829,  therefore,  the  mounting 
revenues  of  the  Canal  Fund  literally  drove  the  new 
Comptroller,  Silas  Wright,  into  forging  a  far  more 
extensive  connection  between  the  Canal  Fund  and  the 
banks,  in  order  to  prevent  a  pyramiding  of  deposits 
in  the  two  banks  in  Albany,     In  reply  to  the  Comptrol- 
ler's inquiry,  twenty-five  banks  along  the  canals 
furnished  information,  on  which  the  Commissioners 
based  a  plan  for  broadening  the  distribution  of  the 
canal  revenues. ?    The  plan  authorized  collectors^  to 
deposit  revenues  from  tolls  and  salt  duties  in  banks 
situated  close  to  the  collection  points,  which  would 
be  under  seasonal  contract  with  the  Commissioners  to 
receive  these  monies.     Such  banks  had  "free  use"  of 
the  revenues  for  fifteen  days  beyond  the  end  of  the 
month  during  which  the  deposits  were  made.    At  the 
end  of  that  period,  the  banks  could  request  the  Com- 
missioners to  draw  for  the  total  sum,  or  the  Commission- 
ers were  free  to  draw  on  the  deposit  whenever  they 
wished.    However,  if  the  banks  chose  to  retain  the 


1.  NYS.  Ass. Poets, ,  II,  Doc. No. 152,  6,  26-27. 

2.  Ibid.,  56  Sess.,1,  Doc. No. k,  22-23. 
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deposit,  they  could  do  so  by  paying  an  annual  rate 
of  his  interest  for  the  privilege.1 

By  such  a  plan,  the  Commissioners  hoped  to  stop 
the  overwhelming  flow  of  deposits  to  the  depository 
banks  in  Albany.     In  addition,  Comptroller  Wright  anti- 
cipated that  drafts  on  the  depository  banks  for  expenses 
incurred  in  maintenance  of  the  canals  and  servicing  the 
debt  would  progressively  diminish  the  amount  of  deposits 
in  those  institutions.      The  plan,  however,  did  not 
work  out  immediately  as  the  Comptroller  hoped.  There 
was  a  lull  in  the  demand  for  funds  in  the  less-developed 
areas  of  New  York  for  the  first  seven  or  eight  months 
of  1831.     Local  banks  retained  only  $315,000  of  $600,000 
of  canal  tolls  and  salt  duties  deposited  with  them  by 
the  state1 s  collectors,  so  that  the  rest  of  the  revenues 
migrated  to  Albany  where  they  increased  the  Canal  Fund1* 
account  in  the  Mechanics1  and  Farmers 1  Bank  and  the 
New  York  State  Bank  to  a  total  of  $1,500,000.*  Within 
the  next  two  years,  however,  the  normal  character  of 


1.  NYS.Ass. Poets. ,  55  Sess.,  I,  Doc.No.5»  10;  Silas 

Wright  to  David  Boyd,  5  March,  1832,  II,  5,  LRC. 
The  Commissioners  justified  granting  the  bariEs"" 
"free  use"  of  the  revenues  for  the  stated  period 
"because  of  the  difference  of  exchange,  the  ex- 
pense of  agencies,  and  the  risk  of  transmission" 
involved  in  the  arrangement  for  the  banks. 

2.  Silas  Wright  to  Lynde  Catlin,  15  April,  1831.  LRC. 

I,  k0k-5.   

3.  NYS.  Ass.Docts.,  55  Sess.,  I,  Doc.  No. 5,  11-12. 
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the  western  country  reasserted  Itself  in  a  feverish 
demand  for  money,  so  that  banking  insti tutions  along 
the  canals  were  willing  and,  indeed,  anxious,  to  re- 
tain the  collectors1  deposits.    3y  the  end  of  1833 $ 
revenues  belonging  to  the  Canal  Fund  were  deposited 
in  seventeen  banks  along  the  line  of  the  canals  in 
sums  ranging  from  $6,000  to  $l8Jj.,000.1 

During  the  first  seven  or  eight  months  of  1831 » 
when  the  demand  for  funds  in  communities  along  the 
canal  lines  was  low,  the  Commissioners  may  well  have 
decided  that  their  plan  had  failed  to  achieve  its  pur- 
pose.   The  Legislature  may  have  believed  so,  too,  since 
it  was  precisely  at  this  time  that  it  authorized  the 
Commissioners  to  make  time  deposits  in  banks,  deposits 
which  the  Commissioners  customarily  referred  to  as 
"loans"  and  which  the  legislature  authorized  could 
be  made  with"any  safe  incorporated  monied  institution" 
in  the  state.    The  advantage  that  the  banks  gained  as 
a  result  of  this  policy  was  clear,  since  the  Commission- 
ers would  be  required  to  notify  them  of  their  intention 
to  draw  on  such  "loans"  sixty  days  in  advance.  Doubt- 
less, this  legislation  gave  the  banker  who  operated  on 


1.    HYS.  Ass. Poets.,  57  Sess.,  I,  Doc.  No„U#  "L". 
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the  basis  of  United  resources  and  a  narrow  margin  of 
security  an  additional  amount  of  protection  which  he 
valued  enough  to  par  for.     This  was  especially  true 
of  the  country  banker  whose  leniency  in  renewing  notes 
blurred  the  difference  between  the  definition  of  short- 
and  long- term  loans  and  made  him  especially  vulnerable 
to  sudden  withdrawals.* 

The  Commissioners  made  their  first  loan  under 
the  terms  of  the  Act  of  1531  to  the  National  3ank  of 
yew  York  City,     Even  before  an  agreement  between  the 
3ank  and  the  Commissioners  was  reached,  Comptroller 
Wright  had  predicted,  in  a  letter  to  Albert  Gallatin, 
the  3ankfs  President,  that  its  request  for  a  loan  would 
be  favorably  entertained.     The  large  amounts  of  canal 
revenues  in  the  depository  banks  in  Albany,  where  they 
were  drawing  a  low  rate  of  interest,  Wright  explained, 
made  it  necessary  for  the  National  3ank  only  to  offer 
the  Commissioners  sufficient  " inducement"  for  the  con- 
tract to  be  successfully  consummated.     Apparently,  in 
June,  1831,  at  a  time  when  the  money  market  was  "easy", 
the  offer  of  an  interest  rate  of  hS  per  annum  exceeding 
only  by  §  of  1%  the  rate  that  the  depository  banks  paid9 


1.     The  Act  authorized  the  Commissioners  to  "deposit"  the 
revenues;  the  word  "loan"  is  not  used  in  the  Act. 
Nevertheless,  contracts  for  loans  with  various 
banks  read,  "Resolved,  that  this  Board  will  loan, 
in  the  nature  of  a  deposit..."  etc.  NTS.  Ass. Poets., 
57  Sess.,  I,  Doc.  No.!;,  5^-7;  55  Sess.,  I,  Doc. 
Vo.k,  17. 
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was  inducement  er.ourh.      Th.e  contract  for  a  loan  of 

$150,000  was  completed  Ir.  August,  and  on  the  first 

of  October,  esch  of  the  depository  banks  in  Albany 

2 

paid  $75,000  to  the  National  Bank  of  New  York. 

Gallatin's  see.-ir.rl7  unseasonable  contract  for 
a  loan  from  the  Canal  Fund  proved  to  be  a  fortunate 
move  for  the  National  Bank.     The  small  institution 
over  which  the  ex-Secretary  of  the  Treasury  presided, 
was  the  only  one  that  borrowed  from  the  Canal  Fund 
before  September  3Cth,  the  end  of  the  fiscal  year. 
3y  that  time,  however,  conditions  in  the  money  market 
began  to  change  rapidly  with  the  reappearance  of  the 
more  normal  condition  of  a  credit  stringency.     As  a 
result,  during  the  latter  part  of  September  and  the 
first  two  months  of  Cctocer,  a  number  of  banks  applied 
to  the  Commissioners  of  the  Canal  Pund  for  loans,  and 
indicated  their  readiness  to  pay  an  annual  rate  of  hl% 
interest  for  them,  notwithstanding  the  \±%  arrangement 
with  the  National  Bank.    In  the  brief  period  of  six 
weeks,  banks  applied  to  the  Commissioners  for  a  total 
of  $1,100,000  in  loans.    Even  the  National  Bank  was 
sufficiently  pressed  to  request  another  loan,  which 


1.  Silas  Wright  to  Albert  Gallatin,  18  July,  1831. 

LRC,  I,  1*76. 

2.  Silas  Wright  to  Albert  Gallatin,  29  July,  1831; 

Fhllip  Phelps  to  Albert  Gallatin,  11  August, 
1831.  LRC,  I,  1x52,  k&k.  Pkg.  915, Chh,  Misc. 
Cl.Pps.HTYSL.  — 
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the  Commissioners  refused,  with  the  explanation  that 

they  preferred  to  distribute  their  money  "in  moderate 

suns  to  solvent  ins ti tuticns • 

The  Commissioners  showed  marked  reluctance  to 

enter  upon  the  lorge-scale  lending  policy  that  the 

prevailing  condition  of  the  money  market  made  possible; 

and  while  in  early  October  the  banks  were  overwhelming 

them  with  requests  for  loans,  the  Commissioners,  in 

turn,  v/ere  intensifying  their  efforts  to  do  what  they 

could  to  redeem  outstanding  certificates  of  stock, 

Vith  surplus  revenues  of  more  than  $2,000,000  at 

their  disposal,  the  Commissioners  instructed  Robert 

White,  transfer  officer  of  the  state  and  also  cashier 

of  the  3ank  of  the  Manhattan  Company,  to  offer  liberal 

premiums  to  stockholders  as  an  inducement  to  them  to 

2 

surrender  their  stock.      The  Commissioners  were  anxious 
to  be  relieved  of  the  "fearful  responsibility. . .of 
investing  and  managing  $2, 000, 000,"  and  throughout 
1331,  in  their  letters  to  the  transfer  officer,  they 
indicated  their  desire  to  reduce  the  surplus  by  re- 
tiring outstanding  stock. 


1.  Silas  Wrijsht  to  Samuel  Flewelling,  lk  Oct.,  1831. 

LRC,  I,  U09;  NYS.  Ass. Poets. ,  56  Sess.,  I,  Doc. 
TtoZk,  25. 

2.  Silas  Wright,  Jr.  to  Robert  White,  k  Oct.,  1831. 

LRC,  I,  1+95-6. 

3.  Silas  Wright,  Jr.  to  Robert  White,  k  Oct.,  1831, 

Ik  October,  1331.  LRC,  I,  1+95-6,  500, 
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Clearly  they  preferred  to  "buy  In"  their  stock, 
rather  than  to  "bank"  their  money,  but  the  prices 
"offored  and  asked,"  while  occasionally  showing  sharp 
rises  and  falls,  generally  maintained  high  and  rela- 
tively stable  levels.     In  1831,  the  Commissioners  com- 
mented on  the  fact  that  the  canal  revenues  deposited 
in  the  New  York  State  Bank  and  the  Mechanics1  and  Farm- 
ers1 Bank  would  produce  a  cumulative  loss  of  lCf%  for 
the  Canal  Fund  over  a  period  of  3even  years  if  these 
revenues  remained  in  the  banks  and  were  not  used  in- 
stead to  retire  the  5^s  of  1337.     The  assumption  here 
was,  of  course,  that  the  stock  could  be  purchased  at 
par,  which  was  far  from  the  case.    The  price  of  stocks 
of  1537  oscillated  between  \2\%  and  lk%  above  par, 
which  meant  that  the  3r%  interest  that  the  depository 
banks  paid  on  the  canal  revenues  was  a  more  preferable 
arrangement  for  the  Canal  Fund  than  purchasing  the 
outstanding  5*s  at  the  prevailing  rate.*  Repeatedly, 
the  Commissioners  noted  in  their  Reports  that  stocks 
"could  not  be  bought  at  a  reasonable  rate,"  that  they 
were  not  available  on  terms"advantageous  -to  the  inter- 
ests of  the  Canal  Fund,"  and  that,  in  their  Judgment, 
it  was  "inadvisable  to  embrace"  the  limited  opportuni- 
ties and  the  high  expense  involved  in  the  purchase  of 


1.    NYS.  Ass. Poets. ,  Sh  Sess.,  II,  Doc.  No. 102,  I4.-6. 
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whatever  stock  was  available.*    The  high  prices  that 

prevailed  in  the  market  for  the  canal  stocks,  the 

Comptroller  declared,  explained  the  Commissioners1 

decision  to  lend  a  total  of  a  half  million  dollars 

to  the  Commercial  Bank  of  Albany,  the  Bank  of  Utica, 

2 

the  Bank  of  America  and  the  Phenix  Bank.       If  the 
value  that  investors  placed  on  canal  stocks  was  too 
high  to  allow  the  Commissioners  to  retire  the  debt, 
then  they  could  at  least  take  advantage  of  a  favor- 
able money  market  by  entering  it  as  lenders  in  order 
to  earn  a  higher  rate  of  return  on  their  money  than 
the  depository  banks  in  Albany  paid.    The  Comptroller 
Informed  Robert  White,  the  transfer  officer,  that 

Your  account  of  the  rise  of  stocks 
has  discouraged  us  in  hope  of  being 
able  to  make  purchases  to  any  extent 
at  prices  which  will  be  as  favorable 
to  us  as  the  terms  upon  which  we  can 
invest  the  money.    We  have,  therefore, 
just  closed  our  actions  upon  proposi- 
tions from  various  banks  for  loans  of 
portions  of  this  fund,  and  we  offer 
half  a  million  at  kli  with  liberty  to 
draw  for  it  upon  a  notice  of  60  days. 
It  will  undoubtedly  all  be  taken,  and 
if  so,  we  shall  not  be  anxious  to  pur- 
chase as  the  difference  upon  these  in- 
vestments will  be  but  half  a  percent 
against  us.... In  the  meantime,  I  do  not 
wish  you  to  press  for  purchases  unless 
it  is  of  the  1837  stock  and  those  not 
at  prices  beyond  those  fixed  in  ray  last.... 


1.  NYS.  Ass. Jour. ,52  Sess.,  770;  NYS.  Ass. Poets. ,  53 

Sess.,  II,  Doc.  No. 152,  6;  Sk  Sess.,  II,  Doc. No. 
102,  5-6. 

2.  The  Bank  of  America  and  the  Phenix  Bank  were  lo- 

cated in  New  York  City. 

3.  Silas  Wright,  Jr.  to  Robert  White,  Ik  Oct.,  1831. 

t  t-s  r»       T       P  r\r\ 
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At  times,  the  Comptroller  patiently  explained  to 
importunate  borrowers  that  the  Commissioners  had  come 
perilously  close  to  retaining  in  their  possession  the- 
bare  minimum  necessary  to  pay  the  interest  charges 
on  the  debt,  the  cost  of  repairs,  salaries,  and  other 
incidental  expenses.*    Frequently,  the  Comptroller  in- 
formed bankers  Interested  in  loans,  that  the  Commission- 
ers would  resume  lending  only  when  expected  revenues 
from  current  tolls  replenished  reserves  in  the  deposi- 
tory banks.     Sometimes,  as  In  the  late  summer  of  1832, 
when  the  money  market  was  particularly  tight,  and 
banks  along  the  line  of  the  canals  exercised  their 
privilege  of  retaining  the  revenues  deposited  with 
them,  the  Comptroller  bluntly  declared  that  "nothing 
could  be  done  to  satisfy  the  many  applicants  for 
loans"  since  the  Commissioners  "had  not  funds  at  their 
command. n 


1.  The  required  amount  was  $750,000.     NYS .Ass .Poets . , 

56  Sess.,  I,  Doc. No. U,  8.     Silas  Wright, Jr.  to 
Cornelius  Heyer,  23  March,  1832.  LRC,  II,  13; 
Silas  vright,  Jr.  to  Robert  Campbell,  10  Aug., 
1332.  LRC,  II,  60-61. 

2.  Silas  Wright  to  P. G. Shields,  9  Aug.,  1832.  LRC, II, 

58;  Wright  to  David  C.  Judson,  9  Aug.,  1832,  ' 
LRC,  II,  59;  NYS •  Ass.Docts.,  56  Sess.,  Doc. No. 
57~15.   
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Not  a  single  private  investor  saw  fit  to  offer 
his  stock  for  redemption  at  the  transfer  office  be- 
fore February,  1$32.*    As  a  result,  bankers  who  made 
attractive  offers  to  the  Commissioners  of  the  Canal 
Fund,  cane  increasingly  into  possession  of  the  Fund»s 
accumulating  revenues,  borrowing  as  they  did  in  1832 
in  response  to  the  tightness  of  the  money  market  that 
prevailed  that  year.    The  Farmers1  Bank  of  Troy,  evi- 
dently especially  hard-pressed  for  funds,  consented 
to  pay  an  interest  rate  of  5*  per  annum  on  a  loan  of 
350,000,  indicating  that  the  market  favored  the 
Commissioners  and  that  borrowing  banks  had  no  other 
choice  than  to  submit  to  the  climbing  interest  rate. 
Y.ore  frequently  than  ever,  the  Comptroller  had  to 
turn  away  applicants  for  loans,  many  of  whom  frequent- 
ly lost  sight  of  the  fact  that  the  essential  function 
of  the  Commissioners  was  not  that  of  lending  to  the 
banks,  but  of  managing  the  finances  of  the  Canal  Fund 
so  that  it  could  meet  its  obligations  and  maintain  the 
canals  in  operation. 

During  1833 »  the  Canal  Fund  made  loans  to  eight 

1.    NYS.  Ass  .Poets. ,  56  Sess.,  I,  Doc.  No.lj.,  13;  68 
Sess.,  Doc. No. 175,  Statement  #2.     There  was  a 
short-term  issue  amounting  to  $270,000,  bearing 
6%  interest  per  annum  and  taken  in  part  by  the 
Comptroller  for  the  School  Fund,  by  the  Health 
Office  of  New  York,  and  by  the  New  York  State 
Bank  and  the  Mechanics1  and  Farmers'  Bank  in  1825. 
It  was  repaid  on  Oct.  1,  1826. 
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additional  banks  that  had  never  received  such  loans 
before,  bringing  to  31,6L1,000  the  total  amount  of 
loans  outstanding.    What  was  particularly  striking 
about  this  was  that  the  addition  of  new  banks  and 
the  consequent  modest  enlargement  of  the  total  amount 
on  loan  under  the  provisions  of  the  .Act  of  1S31,  took 
place  at  a  time  when  the  Commissioners  were  feverish- 
ly engaged  in  redeeming  large  amounts  of  outstanding 
stock.    Undoubtedly,  some  of  the  old  recipients  of 
canal  revenues  were  drawn  upon  to  acccmmodats  the  new  _ 
banks,  but  even  so,  it  wo*jld  appear  that  income  from 
revenues  was  high  enough  to  make  possible  both  the 
redemption  of  stock  and  the  additional  loans  to  banks. 
The  beneficiaries  of  the  new  distribution  included 
four  banks  in  wcanal"counties ,  one  in  Albany,  two  in 
!.Tew  York  City,  and  the  Bank  of  Ogdensburgh,  situated 
far  off  to  the  north  on  the  St.  Lawrence  River,  a 
bank  which  frequently  had  petitioned  for,  but  now  for 
the  first  time  received,  a  share  of  the  surplus  revenues 
of  the  Canal  Fund.* 

No  essential  changes  in  the  relationship  of 
the  Canal  Fund  to  the  banks  took  place  during  the 


1.    Silas  Wright,  Jr.  to  R.  B.  Gilson,  23  Dec,  1832. 
LRC,  II,  79-50;  NYS.  Ass. Poets.,  56  Sess.,  I, 
TJoc.  No.U,  2;  Ibid. ,  w  sess.,  I,  Doc.  No.  k,  2. 
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period  preceding  1337.    By  1836,  the  banks  reached  the 

peak  in  their  indebtedness  to  the  Canal  Fund  for  this 

period;  they  owed  it  slightly  more  than  $3,600,000, 

which  was  an  amount  almost  equal  to  one-half  the 

original  cost  of  the  canal  and  constituted  a  surplus 

over  and  above  the  high  costs  of  maintenance  and  the 

large  expenditure  of  more  than  $3,000,000  Incurred 

from  1633  on  in  redeeming  the  outstanding  debt.  By 

1837,  the  Canal  Fund  had  contracts  with  fifty-two 

banks  in  the  state,  of  which  only  two  still  paid  less 

than  5%  interest  per  annum  for  their  loans. * 

Cn  the  surface,  it  appears  as  if  the  revenues 

of  the  Canal  Fund  had  been  scattered  throughout  the 

state;  actually,  a  large  proportion  of  them  gravitated 

to  such  points  of  great  commercial  activity  as  New  York 

City,  Albany,  Troy,  Utica,  Syracuse,  Lockport,  Rochester 

and  Buffalo,  where  money  was  in  greatest  demand  and 

2 

where  it  could  be  used  with  the  greatest  profit. 

Banks  that  first  opened  their  doors  for  business 
between  1532-1837  frequently  benefitted  from  a  loan  or 
from  a  deposit  of  the  Canal  Fund,  which  must  have  added 
significantly  to  their  resources  during  their  early 
months  of  operation.    The  Commissioners  granted  a  total 


1.  NYS.  Ass. Poets. ,  61  Sess.,  I,  Doc. No. 25,  25,  28;  60 
Sess.,  i,  doc.  No. 3,  36. 

2.  See  Appendix  II    for  geographical  distribution. 
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of-  $559,000  in  loans  to  ten  banks  whose  declared  ag- 
gregate capital  amounted  to  $3,050,000  during  the 

1 

year  immediately  following  their  incorporation. 
But  whether  or  not  particular  banks  were  old  insti- 
tutions or  had  been  recently  established,  the  loans 
and  deposits  that  the  Commissioners  rranted  to  them 
undoubtedly  represented  important  additions  to  their 
resources  and  to  the  resources  of  the  communities 
that  they  served.     "The  resources  of  this  country  are 
not  half-developed,"  declared  the  Rochester  Advertiser 
in  1833,  in  a  plea  for  more  banking  capital  in  both 
Rochester  and  3uffalo.     "Rochester  is  the  Manchester 

of  the  West.     Give  her  capital.     Her  enterprise  will 

2 

ensure  the  result."      in  the  absence  of  an  increase  in 
bank  capital,  the  3ank  of  Rochester,  an  institution 
capitalized  at  $25>0 ,000 , received  during  this  period 
an  annual  average  deposit  of  $70,000  and  a  loan  of 
398,000,  which  doubtless  was  appreciated  by  the  Bank 
and  the  business  community.     Similarly,  the  smaller 
Wayne  County  Bank  of  Palmyra,  with  an  authorized  cap- 
ital of  $100,000  received  during  the  same  pefiod  an 
average  of  $22,000  in  deposits  and  $29,000  in  loans. 
The  accumulating  revenues  of  the  Canal  Fund  also  entered 
the  channels  of  business  through  the  agency  of  the 
larger  banks  in  the  cities  of  Troy,  Albany  and  New 


1.    Appendix  I.. 


2.    Nov.  26,  1833.    Quoted  in  Blake  McKelvey,  Rochester, 
the  Water-Power  City,  1812-1851*..  (Cambridge,  Mass., 
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York.     The  Canal  Bank  of  Albany,  during  the  period 
under  consideration,  had  an  average  annual  loan  from 
the  Canal  Fund  of  $lli4.f00O;  the  Merchants1  and  Mech- 
anics1 Bank  of  New  York,  one  of  $114-0,000,  and  the 
Farmers1  Bank  of  Troy,  one  of  $t|lf»300«    Banks  in 
smaller  communities ,  such  as  Whitehall,  Lockport, 
and  Geneva,  received  deposits  annually  of  $l|l).,C00, 
$1*1,000  and  ^0,000,  which  in  some  years  were  supple- 
mented by  loans  as  well.^ 

2. 

The  Commissioners  had  reluctantly  resorted  to 
the  banks  in  the  absence  of  other  means  of  disposing 
of  or  investing  their  surplus  revenues.     They  granted 
that  they  "knew  of  no  other  equally  profitable  mode 
of  investing  /£heir7funds t "  but  they  were  not  without 
misgivings  concerning  the  course  that  they  had  taken. 
By  1331,  the  significance  of  their  lending  activity 
was  brought  home  to  them  when  they  realized  that  local 
bankers  in  business  along  the  canals  did,  "in  some 
measure"  govern  the  extent  of  their  accommodations 
to  their  customers  on  the  basis  of  the  amount  of  money 


1.    Appendices  I    and  II  . 


belonging  to  the  Canal  Fund  that  they  held.  Almost 
imperceptibly,  it  seemed,  the  Commissioners 1  responsi- 
bility, originally  concerned  only  with  the  financial 
administration  of  the  Canal,  had  expanded,  and  it  be- 
gan to  appear  as  if  they  were,  in  part  at  least,  res- 
ponsible for  the  stability  of  the  economy.  They  were 
appalled  at  the  thought  that  their  ever-widening  and 
continuous  distribution  of  loans  and  deposits  to  the 
banks  meant  that  the  revenues  of  the  Canal  Fund  were 
being  "diffused. .. through  every  department  of  business, 
that  this  diffusion  was  resulting  in  "false"  credit, 

and  was  calculated  to  "induce  overtrading"  throughout 

2 

the  business  community. 

This  responsibility  seemed  even  more  onerous  in 
1532  before  the  Commissioners  were  able  to  cancel  any 
of  their  outstanding  stock.     What  would  happen,  they 
wondered,  on  the  first  of  July,  1637 *  when  the  banks 


1.     Silas  Wright,  Jr.,  to  A.H.Johnson,  11  April,  1831. 
LRC,  I,  396;  NYS.  Ass. Poets. ,  56  Sess..  I,  Doc. 
KoTIJ.,  lli.     The  Common  School  Fund  lost  §50,000 
as  a  result  of  the  failure  of  the  Kiddle  Dis- 
trict Bank  in  1829.  (Lincoln,  op.cit. ,  II,  295). 
The  Commissioners  feared  such  failures  of  banks 
holding  their  loans  and  deposits,  notwithstand- 
ing what  appears  to  be  their  strict  investigation 
of  the  institutions  with  which  they  contracted 
beforehand,  and  the  periodic  examination  of  most 
of  these  banks  by  the  bank  commissioners.  NYS. 
Ass. Poets. ,  58  Sess.,  IV,  Doc.  No.305»  U-5» 
Wright  to  George  Newbold,  30  Sept.,  1831.  LRC, I, 
1*93.   


2.    NYS.  Ass. Poets. ,  58  Sess.,  I,  Doc.  No.lj.,  18;  57 
Sess.,  I,  Doc.  N0.I4.,  19. 
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would  necessarily  have  to  be  called  upon  to  return 
$3,500,000  to  the  Canal  Fund  in  order  to  cancel  5% 
and  t%  issues  of  stock  due  on  that  date?    There  might 
be  no  danger  in  drawing  such  a  large  amount  from  the 
banks  at  one  time,  if  the  period  when  this  large  sum 
was  needed  would  be  one  of  "ease  and  plenty."     In  that 
case,  they  predicted,  their  calls  on  the  banks  would 
"be  met  without  distress  and  disaster"  on  the  part  of 
the  banks1    customers.     "Should  a  scarcity  of  money 
prevail,0  however,  the  Commissioners  conjectured, 
the  "heavy  amount"  that  they  would  require  to  redeem 
the  outstanding  stock  "might  draw  too  largely  upon 
the  disposable  means  of  the  banks  for  the  entire 
safety  of  the  community."*    Having  demonstrated  rare 
foresight  regarding  what  turned  out  to  be  an  historic 
crisis  year  in  the  American  economy  as  well  as  in  the 
history  of  the  Canal'  Fund,  the  Commissioners  had  little 
to  offer  the  Legislature  by  way  of  recommendation.  If 
the  Legislature  "thought  proper,"  the  Commissioners 
suggested,  it  might  set  a  limit  to  their  loans;  obviously, 
they  did  not  press  too  hard  to  deprive  themselves  of 
their  one  source  of  investment.    However,  they  felt 
that  they  had  performed  a  useful  service  in  raising 
the  question,  since  it  served  to  warn  the  banks  of  the 


1.    NYS.  Ass. Poets. ,  56  Sess.,  I,  Doc. No. k,  Iki  56  Sess., 
IV,  r>oc.  No. 305,  U-5. 
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demand  that  would  be  made  on  them  In  1837  so  that  they 
could  prepare  to  meet  the  necessary  withdrawals.* 

The  Commissioners  accurately  estimated  the  pos- 
sible dangers  that  could  arise  in  1837  when  the  first 
large-scale  redemption  of  canal  stock  was  scheduled 
to  fall  due.     Their  only  hope  to  avert  the  anticipated 
risks--  the  possible  strain  on  the  banking  system  and 
even  a  fairly  serious  dislocation  of  economic  activity 
in  the  state —  lay  in  arranging  for  progressive  redemp- 
tion of  outstanding  stock  between  1632  and  1837.  But 
as  late  as  January,  1833#  the  Commissioners  saw  no 
evidence  that  the  creditors  of  the  Canal  Fund  were 
likely  to  alter  the  pattern  of  investment  behavior 
that  had  characterized  them  for  a  period  of  fourteen 
years.     During  that  time,  many  certificates  held  by 
private  investors  had  changed  hands  in  the  open  market, 
but  not  one  had  been  offered  to  the  transfer  officer 
for  redemption  and  cancellation.    Moreover,  the  possi- 
bility of  "buying  in"  their  certificates,  it  seemed 
clear,  would  become  increasingly  remote  since  Presi- 
dent Jackson's  determination  to  retire  the  national 
debt  would  only  accelerate  the  flow  of  investment  cap- 
ital into  the  money  market,  so  that  prices  of  the 


1.     NYS.  Ass. Poets. ,  56  Sess.,  IV,  Doc.No.305, 
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canal  stocks  would  be  likely  to  rise. 

When,  however,  the  brokerage  house  of  Prime, 
Ward  and  King,  heavy  dealers  In  American  stocks  over- 
seas, offered  the  transfer  officer  $30,000  of  the 
issue  of  5«s  of  1837  on  January  28,  1833  for  redemption 

and  cancellation,  it  was  evident  that  the  market  for 

2 

New  York  canal  stocks  was  rapidly  changing.    The  offer 
was  made  on  terms  that  the  Commissioners  could  accept, 
and  it  was  soon  followed  by  similar  offers  from  the 
same  house,  as  well  as  from  the  Albany  Savings  Bank.^ 
Redemption  had  become  an  actuality,  and  the  Commissioners 
were  determined  to  make  the  most  of  it. 

What  had  opened  this  alternative  avenue  of  in- 
vestment for  the  revenues  of  the  Canal  Fund?    Why  did 
the  opportunity  for  progre«3ive  retirement  of  canal 
stock  appear  early  in  1633 t  to  the  relief  of  the  Com- 
missioners who  had  already  begun  to  look  forward  to 
the  date  of  maturity  of  the  first  issues  with  trepidation? 


1.  NYS.  Ass. Poets. ,  St  Sess.,  I,  Doc. No. U,  13;  68  Sess., 

Doc.No.l7i>,  Statement  #2.    There  was  a  short-term 
issue  amounting  to  $270, 000,  bearing  b%  interest 
per  annum  and  taken  in  part  by  the  Comptroller 
for  the  School  *\ind,  by  the  Health  Office  of  New 
York,  and  by  the  New  York  State  3ank  and  the  Me- 
chanics' and  Farmers'  Bank  in  1825.    It  was  re- 
paid on  Oct.l,  1826, 

2.  A.C.Flagg  to  Prime,  Ward  and  King,  28  Jan.,  1833; 

2  Feb.,  1833;  A.C.Flagg  to  Robert  White,  n.d., 
LRC,  II,  85,  86,  99. 

3.  NYS.  Ass. Poets. ,  57  Sess.,  I,  Doc.  No.U# 
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The  Commiss loners  offered  a  simple  explanation 
for  this  revolution  In  the  market,  In  a  circular  that 
they  issued  the  following  August  for  the  purpose  of 
persuading  as  many  of  the  creditors  of  the  Canal  Fund 
as  they  could  to  offer  their  certificates  for  redemption 
and  cancellation.     A  creditor  who  retained  his  stock 
beyond  1933,  the  Commissioners  pointed  out,  did  so  at 
a  loss.     Such  a  holder  of  the  issues  of  lS37f  the  Com- 
missioners noted,  would  earn  more  if  he  reinvested, 
even  at  the  relatively  low  rate  of  U^,  the  principal 
of  his  canal  loan  plus  the  premium  that  he  received 
on  redemption,  than  if  he  held  his  canal  stock  until 
the  date  of  maturity.*    This  was  a  persuasive  argument; 
indeed  the  most  persuasive  of  all,  and  accounted  for 
the  steadily  increasing  movement  for  redemption  that 
began  in  1633.    The  Commissioners  re-enforced  this 
argument  by  declaring  it  a  "moral  certainty"  that  they 
would  redeem  their  stock  at  par  and  on  schedule  by 
July  1,  1S37;  they  pointed  to  the  surplus  revenues 
that  offered  such  assurance  and  to  the  provision  in 
the  state* s  Constitution  that  prohibited  a  reduction 

in  tolls  on  the  canals  until  the  original  debt  was 
2 

cancelled. 


1.  NYS.  Ass. Poets. ,  57  Sess.,  I,  Doc.  No.U,  18-19. 

2.  Constitution  of  1821  of  the  State  of  New  York, 

Art.  VII,  Sect.  10. 


182 


For  a  long  time,  the  Commissioners  had  realized 
that  creditors  of  the  Canal  Fund,  and  especially  those 
who  held  large  blocks  of  stock,  retained  them  because 
they  anticipated  ^reat  difficulty  in  finding  alternative 
investment  opportunities.     In  1833#  however,  the  Com- 
missioners were  able  to  call  the  attention  of  Prime, 
W*rd  and  King  to  the  loan  of  $1,000,000  that  they  were 
about  to  float  for  the  purpose  of  financing  the  Chen- 
ango Canal.     The  Commissioners  expressed  the  hope  that 
the  brokerage  house  would  purchase  issues  of  1837  a- 
broad  "whenever  the  foreign  market  makes  it  for  your 
interest  to  do  so,"  and  they  suggested  that  the  offer 
of  the  Chenango  stock  would  encourage  foreigners,  who 
held  large  blocks  of  stock,  to  sell.    Prime,  Ward  and 
King,  the  Commissioners  declared,  could  persuade  the 
holders  of  the  Erie  and  Champlain  issues  of  1837  to 
bid  for  the  Chenango  loan,  "knowing  that  if  they  get 
it,  we  will  purchase  the  old  stock  from  them,  and  the 
effect  will  be... to  exchange  short  for  long  stock 
and  relatively  to  get  as  good  a  premium  as  they  pay."* 


1.    NYS. Ass. Poets. ,  57  Sess.,I,  Doc. No. h,  15-16;  NTS . 
Laws,  Ch.  JUUEII,  56  Sess.,  23  Feb.,  1833-  This 
act  provided  for  the  construction  of  the  Chenango 
Canal  and  authorized  a  loan  of  $1,000,000,  which 
was  raised  piecemeal.     See  NYS.  Ass .Poets. ,  60 
Sess.,  I,  Poet.  N0.I4.,  56.    At  the  end  of  1833, 
the  total  amount  of  Erie  and  Champlain  Canal  stock 
held  by  foreigners  was  $+,103,000;  held  by  Ameri- 
cans, $1,1*20,000.     Foreigners  held  $1, 1+20,000  of 
the  5's  and  6»s  of  1837;  Americans,  $855,000  of 
the  same  issues.    NYS.  Ass. Poets.,  57  Sess.,  I, 
21.    A.C.Flagg  to  Prime,  Ward  and  King,  1  Aug., 
1833.  LRC,  II,  222-3. 
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The  Commissioners  used  the  same  kind  of  persuasi 
arguments  with  the  Bank  for  Savings,  which  previously 
had  rejected  proposals  that  it  offer  its  stock  for  re- 
demption purely  on  the  grounds  of  the  difficulty  it 
would  face  in  reinvesting  such  large  sums  that  its 
holdings  of  stock  represented.     In  1833#  however,  the 
Bank  was  willing  to  offer  for  redemption  $600,000  of 
its  Erie  and  Champlain  Canal  stock,  declining  at  the 
same  time  the  Commissioners1  offer  of  the  Chenango 
loan  in  favor  of  an  issue  of  Pennsylvania  Canal  stock, 
which  seemed  at  the  time  more  profitable.*  Obviously, 
expanding  opportunities  for  large  Investors  in  internal 
improvements  stock  were  no  longer  confined  to  New  York. 

In  large  measure, the  success  of  the  Erie  Canal 
was  quite  directly  responsible  for  the  kind  of  oppor- 
tunities for  large-scale  investment  that  the  Trustees 
of  the  Bank  for  Savings  succeeded  in  arranging  beyond 
the  borders  of  New  York  State.  The  "canal  era"  was 
initiated  in  New  York;  the  "canal  fever"  spread  from 


1. Unsigned,  probably  A.C.Flagg  to  John  Pintard,  22  April, 
1833.  LRC,  II,  between  118-9;  NYS. Ass .Poets . ,  57 
Sess.,  I.  Doc.  No.U,  16.     The  Chenango  loan,  of 
course,  aid  not  go  begging.    William  B.  Astor  held 
$78,000  of  the  Chenango  issues  of  1833  and  1835, 
and  English  investors,  like  E  &  R  Ellice,  Overend 
Gurney  &  Company,  Baring  Bros.,  and  others,  were 
large  holders  of  Chenango  stock  by  1836.  Loan 
of  Feb.,  1833,  and  April,  1835.  5%  stock  Chenango 
Canal,"  Misc. CI. Poets. ,  NYSL. 


184 


the  Empire  State  not  only  because  of  the  Erie  Canal's 
catalytic  effect  on  the  local  economy,  which  was 
quickly  understood  in  other  states,  but  because  mer- 
chants of  3altimore,  Boston,  and  Philadelphia  immedi- 
ately appreciated  the  great  advantage  that  the  city  of 
New  York  had  gained  in  the  western  trade  because  of 
the  canals.     State  legislatures  absorbed ,  in  a  large 
measure,  the  sense  of  rivalry  for  control  of  the  western 
trade  that  was  first  generated  in  the  seaboard  cities. 
In  imitation  of  New  York,  these  legislatures  authorized 
comparable  schemes  of  internal  improvements,  which,  in 
turn,  gave  rise  to  an  orgy  of  borrowing  that  contri- 
buted to  the  enlargement  of  investment  opportunities 
such  as  those  that  the  Trustees  of  the  Bank  for  Savings 
had  found  in  Pennsylvania.*    With  the  opening  up  of 


1.    For  rivalry  among  the  seaboard  cities  for  the  western 
trade  and  the  impact  of  the  Erie  Canal  in  engender- 
ing support  for  public  works  within  other  states, 
see  Reginald  C.  McGrane,  Foreign  Bondholders  and 
American  State  Debts  (N.Y. ,  1935J ,  !?,  ^3,  102; 
waiter  5.  sanderim,.  The  Great  National  Project; 
A  History  of  the  Chesapeake  and  Ohio  Canal  (j  oftns 
Houkins  Univ. Studies  in  Hist,  and  Pol.?ci.,  LXIV, 
1.  Bait.,  19U6),  83,  191;  Oscar  Kandlin  and  Mary 
F.Handlin,  Commonwealth,  A  Study  of  the  Role  of 
Government  in  the  American  Economy?  Massachusetts, 

inu-ibbi.  nrrr;  iwj,  tsi^si  ftartz,  zsvzr, — 

Economic  Policy  and  democratic  Thought,  (Camb., 
19i4.0 ; ,                .    This  is  not  to  minimize  the 
amount  of  debt  incurred  in  southern  states  for 
purposes  of  bankine;  however, in  1838,  debts  in- 
curred for  this  purpose  were  approximately  one* 
half  of  the  total  debts  incurred  by  states  for 
internal  improvements,  including  canals,  rail- 
roads and  turnpikes.  Ratchford,  op.clt, ,  88, 
Table  7.   
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such  opportunities  within  and  outside  of  New  York  State, 
the  Commissioners*  difficulties  in  retiring  the  stock 
issues  of  1837  were  considerably  eased. 

Once  It  had  begun  in  1833 ,  redemption  proceeded 
rapidly.     By  the  spring  of  that  year,  the  Commissioners 
viewed  the  possibility  of  "buying  in"  their  stock  as 
almost  limitless,  and  controlled  solely  by  the  demands 
that  they  could  make  on  the  banks. *    They  warned  the 
"depository  banks"  that  they  could  expect  to  be  drawn 
on  for  large  amounts  "within  a  short  period"  and  that 
they  could  expect  that  the  Canal  Fund1 3  account  with 
them  would  be  sharply  reduced.    They  asserted,  too, 
that  deposits  and  loans  made  to  banks  throughout  the 
state  would  also  be  drawn  on  in  order  to  furnish 
the  cash  necessary  to  reimburse  creditors  of  the  Can- 
al Fund.    Their  demands  on  the  banking  system,  they 
declared,  would  be  controlled  only  by  consii erationa 
of  "inconvenience"  that  customers  of  such  Institutions 
might  suffer  if  the  rate  of  withdrawal  proved  to  be 
too  rapid.    The  Commissioners  warned  the  brokerage 
house  of  Prime,  vard  and  King  to  notify  them  of  their 
purchases  of  stock  in  Europe  well  in  advance  In  order 
to  be  sure  that  the  transfer  officer  would  have  the 

cash  necessary  to  retire  the  atock  that  they  turned 
2 

over  to  him.      By  Kay,  John  Ward  and  Company,  a  Wall 


1.  WYS. Ass. Poets.,  56  Sess.,  IV,  Doc.  No.305#  k,  5. 

2.  A.C.Flagg  to  Prime,  Ward  and  King,  5  April,  16*33. 

LRC,  II,  108. 
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Street  firm  dealing  In  canal  stock,  learned  that  there 
would  be  a  delay  in  purchasing  the  stock  that  they 
had  on  hand  waiting  the  "convenience"  of  the  Commission- 
ers; in  this  situation,  the  Commissioners  found  them- 
selves in  the  somewhat  embarrassing  condition  of  being 
without  cash  with  which  they  could  continue  the  process 
of  redemption  and  of  being  forced  to  wait  until  the 
expiration  of  the  sixty-day  notification  period  re- 
quired for  drawing  on  their  loans  to  the  banks. *  Be- 
tween the  end  of  January,  1833,  and  the  middle  of 
June,  the  Commissioners'  accounts  in  the  depository 
banks  were  reduced  from  more  than  $600,000  to  $95#000, 
even  though  at  the  same  time  some  of  the  banks  receiv- 
ing collectors1  deposits  had  been  drawn  on  also  for 

the  same  purpose  of  reimbursing  creditors  of  the  Canal 
2 

Fund.      Two  payments  to  the  Bank  for  Savings  of  $200,000 
each  accounted  mainly  for  the  sharp  reduction  in  the 
Canal  Pund»s  balances  with  the  depository  banks;  a 
third  payment  to  the  same  institution  required  Comp- 
troller A,  C.  Plagg  to  turn  to  the  banks  along  the 
canals  and  to  draw  on  the  total  deposits  of  tolls  for 
the  month  of  May  in  order  to  accumulate  $213,000  for 
the  purpose.^    Plagg  explained  to  Aahbel  Kellogg, 

X.    A. C. Plagg  to  John  Ward  and  Co.,  10  May,  1833.  LRC, 
II,  137.   

2.  NYS.  Ass. Poets. ,  57  Sess.,  I,  Doc.  N0.I4.,  16,  19-20n; 

A.O.nagg  to  Hobert  White,  2k  May,  1833.  LRC,  II, 

3.  A.  C.  Plagg  to  Banks  Receiving  Deposits,  27  May,  1833. 

LRC,  II,  15U-5. 
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Cashier  of  the  Bank  of  Salina,  that* the  offer  of  the 
Bank  for  Savings  had  been  "unexpected;"  since  the  Bank 
had  not  warned  the  Commissioners  of  its  intention  to 
offer  its  stock  for  redemption,  they  had  made  no  oro- 
vision  to  inform  banks  that  required  sixty-day  notifi- 
cation that  they  would  be  drawn  upon.*    This  meant  that 
about  $1,500,000  of  their  loans  were  immobilized  and 
accounted  for  the  large  demands  that  they  were  making 
on  the  banks  which  were  not  protected  in  their  con- 
tracts by  a  sixty-day  notification  clause. 

Redemption  proceeded  so  rapidly  through  June, 
1833 t  that  the  Comptroller  found  it  necessary  to  urge 
three  banks  in  New  York  city  to  waive  the  sixty-day 

requirement  so  that  he  could  pay  the  quarterly  interest 

2 

on  the  canal  debt  that  fell  due  on  July  let.  Never- 
theless, the  Commissioners  hastened  onward  in  their 
effort  to  retire  more  of  the  outstanding  stock.  They 
continued  their  negotiations  with  the  Bank  for  Savings 
for  the  remaining  $393*000  of  Erie  and  Champlain  Canal 
Stock  in  its  possession.    Despite  the  fact  that  this 
stock  consisted  of  a        loan  that  was  redeemable  in 


1.  A.C.Plagg  to  Ashbel  Kellogg,  28  May,  1833.  LRC,  11,11*8. 

2.  A.C.Flagg  to  S.Plewelling,  O.Newbold  and  J.  Delafield, 

2k  June,  1833;  A.  C.Flagg  to  Prime,  Ward  and  King, 
5  Feb.,  1831;;  LRC,  II,  182,  321*.  NYS.  Ass. Poets., 
57  Sess.,  I,  Doc. No. 5,  10-11;  A.C.Flagg  to  George 
Newbold,  30  Sept.,  183k.  LRC,  II,  1*86 #  for  conclu- 
sive evidence  that  the  banks  granted  the  Comptroller* s 
request. 
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18U5»  the  Commissi oners  were  so  eager  to  retire  it 
that  they  arranged  to  pay  for  it  in  longer  issues 
of  stock  that  had  been  floated  to  finance  two  short 
feeder  canals,  the  Oswego  and  Crooked  Lake  Canals, 
and  in  stock  of  the  Delaware  and  Hudson  Canal  Company, 
which  the  Canal  Fund  had  previously  taken  as  an  invest- 
ment.1   This  was  a  hard  bargain  that  the  Trustees  of 
the  Bank  for  Savings  drove  with  the  Commissioners. 
Comptroller  Flagg  believed  that  the  Bank  should  have 
paid  a  premium  of  1  or  2%  for  the  Crooked  Lake  Canal 
issue,  which  ran  until  1850,  five  years  beyond  the 
stock  for  which  it  was  being  exchanged.     Secretary  of 
State  John  A.  Dix  called  the  Trustees  of  the  Bank, 
otherwise  known  as  stable  and  respected  citizens  of 
New  York,  "a  damned  pack  of  sharpers,"  for  squeezing 
2  or  y%  out  of  the  Canal  Fund,  and  even  objected,  "on 
principle",  to  turning  over  the  issues  which  matured 
in  18U£  and  I8I4.7  to  the  Bank  at  par.    Both  men  finally 
agreed  to  the  terms  that  the  Bank  offered  because,  as 
Flagg  said,  they  were  "afraid  to  lose  the  opportunity  • 
of  the  whole  purchase"  and  because  of  their  anxiety 


1.     The  Commissioners  had  available  for  this  trans- 
action $200,000  of  D  &  H  stock,  redeemable  in 
I6I4.7,  $120,000  of  Crooked  Lake  stock,  redeem- 
able in  1850,  and  $80,000  of  Oswego  Canal  stock, 
redeemable  in  I8I4.6.     Flagg  to  John  Pintard,  22 
June,  1833.  LRC,  II,  182. 
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to  cancel  the  debt.      Even  so,  the  Commissioners  could, 
and  the  Comptroller  did,  take  comfort  in  the  fact  that 
the  $113 f 000  of  Crooked  Lake  canal  stock,  which  had  been 
used  to  cancel  the  5!s  of  18U5  worth  17  or  1S£  above  par, 
had  been  bought  for  the  Canal  Fund  at  par.^ 

**y  the  end  of  the  fiscal  year,  1833,  the  Com- 
missioners had  redeemed  almost  $1,^00,000,  if  the  $393,000 
worth  of  stock  held  by  the  Bank  of  Savings  and  exchanged 
for  longer  issues  ars  included.     Through  the  period  end- 
ing in  1837,  there  was  not  a  year  when  the  Commissioners 
failed  to  redeem  at  least  $500,000  in  stock.  Redemptions 
exceeded  $3,000,000  by  the  end  of  with  about  $2,225,000 

of  the  stock  "bought  in"  consisting  of  issues  maturing  in 
1837,  and  an  additional  $600,000  consisting  of  issues 
payable  in  18U5.^    Doubtless,  the  banks  were  more  sub- 
ject to  withdrawals  as  a  result  of  the  willingness  of 
creditors  of  the  Canal  Fund  to  surrender  their  stocks; 
and  perhaps,  to  some  extent,  the  possibility  of  redemp- 
tion accounted  for  the  higher  rate  of  5^  per  annum  that 


1.  A.C.Flagg  to  John  Pintard,  28  June,  1833,  29  June, 

1833;  Flagg  to  Robert  White,  29  June,  1833.  LRC, 
II,  189,  192-3.     John  A.Dix  to  A.C.Flagg,  27~7une, 
1833.  A.C.Flagg  Pps.,  NYPL;  NYS. Ass. Poets. ,  57 
Sess.,  1,  Doc.  No. "N" •   

2.  A.C.Flagg  to  William  C.  Bouck,  18  July,  1833-  LRC, II, 211. 

3.  NYS.  Ass. Poets. ,  57  Sess.,  I,  D0c.N0.l4-,  "N";  58  Sess., 

I,  Doc.  Ho.k,  "0";  59  Sess.,  I,  Poc.  No.l*.,  "T"; 
60  Sess.,  I,  Poc. No. 3,  "T". 
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the  banks  were  required  to  pay  for  loans  from  the  Canal 
Fund.     Certainly  at  times  the  fact  that  creditors  of 
the  Fund  were  eager  to  be  repaid  the  principal  of  their 
investments,  made.it  necessary  for  the  Comptroller  to 
draw  on  the  banks  receiving  deposits  of  tolls  as  soon 
as  he  was  legally  entitled  to  do  so.     Sometimes,  as 
occurred  in  the  case  of  the  Seneca  County  Bank  in  183U» 
the  Comptroller  had  to  refuse  a  loan  to  the  bank  because, 
as  he  explained,  the  entire  revenue  from  tolls  of  the 
previous  season  had  been  spent  in  purchasing  canal 
stocks.^" 

Purchasing  outstanding  issues  proceeded  through 
1837  with  only  a  few  sudden  halts  in  times  of  crisis. 
Despite  the  Commissioners1  general  willingness  to  buy, 
and  the  fact  that  they  did  buy  more  than  $3,000,000 
of  the  outstanding  issues,  what  stands  out  most  mark- 
edly is  the  fact  that  the  income  of  the  Canal  Fund  was, 
at  the  same  time,  large  enough  so  that  its  revenues 
could  continue  to  be  funnelled  by  means  of  the  banks 
into  the  economy  and  remain  a  significant  source  of 
credit  within  the  State. 

3. 

The  eagerness  of  the  Commissioners  of  the  Canal 
Fund  to  retire  the  outstanding  debt  and  to  disengage 

1.    A.  C.  Flagg  to  Fourteen  bankers,  27  Nov.,  1833; 

A.  C.  Flagg  to  William  More,  A. C. Flagg  to  Watts 
Sherman,  2  Jan.,  iQyk*    LRC,  II,  307,  325-6. 
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the  Fund  as  much  as  possible  from  its  connection  with 
the  banks  found  little  sympathy  with  people  who  needed 
credit.    The  "use  of  "other  people's  money"  and  how  to 
get  it  are  prime  concerns  of  those  whose  economic  ac- 
tivities are  conditioned  by  the  facts  of  an  underdeveloped 
economy.    Bankers,  businessmen,  millers,  railroad  pro- 
moters, farmers,  salt  manufacturers,  and  others  in  New 
York  were  constantly  oppressed  by  the  shortage  of  credit, 
and  so  the  revenues  of  the  Canal  Fund,  passed  on  to 
them  through  the  banks,  became  a  matter  of  some  import- 
ance so  far  as  the  success  of  their  business  ventures 
was  concerned. 

There  was  abundant  evidence  that  sources  of 
credit  were  insufficient  to  meet  the  needs  of  New  York- 
ers during  these  years.     In  1829,  the  Committee  on 
Banks  and  Insurance  Companies  of  the  Assembly  of  New 
York  judged  that  the  basic  problem  of  an  economic  nature 
facing  New  Yorkers  could  be  solved  by  expanding  banking 
capital  in  the  state.    The  Committee  cited  the  record: 
"...the  increased  business,  the  accumulated  wealth,  and 
the  extensive  commercial  prosperity  of  the  State;  . .. 
the  mighty  strides  which  the  western  part  has  taken... 
the  rich,  enterprising  and  intelligent  population  of 
that  region... /the  State's/  internal  improvements,  the 
genius,  industry,  and  enterprise  of  her  population. . 
—  all  this,  in  the  committee's  estimation,  held  great 
promise  for  the  future,  if  sources  of  capital  were 
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expanded. * 

Young  men,  insurance  companies  and  money  lenders 
in  New  York  were  wise  to  go  west  in  the  thirties.  There 
was  a  frontier  for  all  three  in  the  state.     The  New  York 
Life  Insurance  and  Trust  Company  had  discovered  it  in 
the  late  twenties,  and  by  1832,  its  investments  in  the 
area  already  exceeded  $1,200,000.     The  adventurousness 
of  this  company  in  turning  its  attention  to  western 
New  York  at  an  early  day  cannot  be  attributed  to  light- 
headedness on  the  part  of  its  Board  of  Trustees.  Some 
of  the  most  sophisticated  men  in  the  world  of  banking, 
trade  and  finance  ornamented  this  Board.     John  Jacob 
Astor  and  Nathaniel  Prime,  known  in  money  markets  of 
London,  Paris  and  New  York;  the  former  President  of 
the  Bank  of  Manhattan  Company,  Peter  Remsen,  and  the 
merchant,  Robert  Bowne,  both  conspicuous  in  business 
circles  of  New  York  City;  and  Erastus  Corning,  hard- 
ware merchant,  then  railroad  promoter  in  Albany, 
were  some  of  the  men  who  turned  their  attention,  in 
a  collective  way,  to  the  investment  possibilities  in 
western  New  York. 

In  1832,  the  Company  sent  Nicholas  Devereaux,  a 
"westerner"  from  Utica  to  survey  conditions  in  the  canal 
counties  as  far  as  Buffalo,  in  order  to  evaluate  the 


1.    NYS.  Ass.  Jour. ,  52  Sess.,  Uk0-kl* 


193. 

security  of  the  company's  investments  in  that  area  and 
to  determine  whether  it  should  continue  making  loans 
there  on  bends  ana  mortgages.     Devereaux  was  also  as- 
signed the  duty  of  instructing  the  Company's  agents 
on  standards  that  they  would  be  required  to  maintain 
In  the  future  in  examining  property  offered  as  security 
for  the  loans  they  re commended . 

Nothing  of  economic  importance  escaped  the  notice 
of  Devereaux  in  performing  his  duty  as  eyes  and  ears  of 
the  insurance  company.     He  noted  the  expanded  population, 
the  growth  of  cities  and  towns,  and  the  fertility  of 
the  soil.     The  increased  number  of  buildings,  flour 
mills  and  "manuf acturies"  impressed  him,  and  he  com- 
mented on  the  "high  state  of  agricultural  improvement" 
which  he  related  to  the  section's  new  "easy  access  to 
market."     De-'ereaux  concluded  that  only  a  "few  other 
sagacious  capitalists,"  along  with  the  New  York  Life 
Insurance  Company,  adequately  appreciated  the  oppor- 
tunities that  western  New  Yorkers  offered  to  lenders. 
He  judged  that  capitalists  neglected  that  area  be- 
cause they  "always  found  ready  employment"  for  their 
money  in  New  York  City;  he  praised  the  few  "sagacious" 
ones  who  "disposed  of  their  funds  at  a  higher  rate 
of  interest  in  the  country"  and  complimented  especially 
his  own  Company  for  its  judgment  and  boldness  in  carry- 
ing its  lending  activities  into  the  West  on  a  "liberal 
and  extensive  scale." 
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Devereaux*s  picture  of  the  Insurance  Company  and 
a  handful  of  money  lenders  on  the  lonely  frontier  of 
investment  in  western  Hew  York  was  an  exaggeration. 
Had  he  examined  the  lists  of  stockholders  in  some  of 
the  local  banks  in  the  "canal"  counties--  the  Madison 
County  3ank,  the  Bank  of  Oswego,  the  voyne  County  Bank, 
the  Bank  of  Genessee,  the  Lockport  3ank,  the  Bank  of 
Buffalo,  the  Bank  of  Ithaca  and  the  Yates  County  Bank, 
for  example--  he  would  have  been  impressed  by  the  num- 
ber of  easterners,  New  Snglanders  as  well  as  New  York- 
ers, who  were  exploiting  the  growing  possibilities  of 
the  west  as  an  area  of  financial  investment.*  While 
the  activities  of  the  land  speculator  were  more  vis- 
ible and  more  spectacular,  the  growth  of  the  creditor 
relationship  between  East  and  West  was  relatively  quiet 
and  hidden,  but  perhaps  equally  as  important  in  the 
development  of  the  West.     Isaac  Bronson,  a  New  York 
money  lender,  is  a  good  example  of  a  "sagacious"  cap- 
italist who  under  stood  the  opportunities  for  invest- 
ment that  existed  in  western  New  York  where  customers 
for  loans  on  "improved  fertile  and  productive  farms" 


1.    A  large  number  of  New  Yorkers  owned  shares,  for 

example,  in  the  Bank  of  Monroe  at  Rochester,  but 
the  overwhelming  proportion  of  its  stock  was  held 
by  citizens  of    Connecticut  and  Massachusetts, 
NYS.  Ass. Poets. ,  56  Sess.,  II,  Doc. No. 89, 


abounded.     3ronson  discovered  in  1830  that  a  lender 
who  ventured  no  farther  west  than  Little  Palls  had 
ventured  far  enourh  to  reap  a  tidy  profit.1  His 
reputation  spread  along  with  his  money,  so  that  in  the 
fall  of  1531,  when  money  grew  "tight",  a  number  of 
westerners  and  northerners  called  his  attention  to 
the  possibilities  presented  by  the  new  conditions, 
promising  him  "a  considerable  amount  of  excellent 
investments"  and  a  field  free  of  competition  for  such 
loans. ^ 

That  same  year,  however,  money-lenders  like 
Isaac  Bronson  faced  a  new  competitive  element,  as 
banks  throughout  the  canal  country  began  to  receive 
the  Canal  Fund»s  deposits,  and,  later,  its  loans  as 
authorized  by  the  Act  of  1331.     Inevitably,  the  Act 
of  1S31»  which  opened  up  such  an  important  new  source 
of  credit,  was  hiehly  appreciated  by  the  inhabitants 
of  these  western  communities.     The  vote  in  the  Assembly 
on  the  Act  disclosed  a  sectional  cleavage,  suggesting 
that  the  eastern  and  southern  parts  of  the  state  were 
becoming  increasingly  creditor-conscious,  while  the 
northern  and  western  parts  were  debtor  oriented.  Rep- 
resentatives of  the  Hudson  River  counties  opposed  the 


1.  Isaac  Bronson  to  Andrew  A.  Finch,  21  July,  1830, 

Bronson  Papers,  Martin  Coll.,  NYPL. 

2.  Charles  Butler  to  Isaac  Bronson,  Ik  Sept.,  1831. 

Bronson  Papers;  McNall,  op.cit. ,  210-211. 
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act.     Prom  the  county  of  Richmond  in  the  South  to  Wash- 
ington and  Rensselaer  counties  in  the  North,  a  vote  of 
18-13  was  cast  against  the  act,  while  assemblymen  from 
Hew  York  City  voted  7-3  in  opposition  to  it.     By  way 
of  contrast,  the  representatives  from  an  unbroken 
stretch  of  sixteen  counties,  either  embracing  or  flank- 
ing the  line  of  the  Srie  Canal  and  extending  from  the 
headwaters  of  the  Mohawk  River  westward,  upheld  the 
act  by  a  vote  of  2!i-U.*    These  were  the  counties  where 
the  Canal  provided  a  tremendous  impetus  to  economic 
development  and  where  the  opening  of  any  new  source 
of  credit  was  a  matter  of  importance. 

Assemblymen  from  these  areas  reflected,  of  course, 
the  prevailing  attitude  of  local  businessmen,  who  had  a 
strong  interest  in  the  relationship  of  the  Canal  Fund 
to  the  community.     The  Commissioners,  in  turn,  appre- 
ciated the  interest  of  local  businessmen,  and  explained 
their  policy  of  selecting  banks  close  to  the  collection 
points  in  these  terms  as  well  as  in  terms  of  a  concern 


1.    NYS. Ass. Jour. ,  Sk  Sess.,  835-6.    Hudson  River  counties: 
Richmond,  iings  (no  vote  cast),  New  York,  Rockland, 
Westchester,  Putnam,  Orange,  Ulster,  Dutchess,  Greene, 
Columbia,  Albany,  Rensselaer.    The  "canal"  counties 
were  Oneida,  Madison,  Oswego,  Onondaga,  Cayuga,  Sen- 
eca, Wayne,  Ontario,  Monroe,  Orleans,  Livingston  (no 
vote  cast),  C-enessee,  Niagara  (no  vote  cast),  Erie, 
Tompkins,  Tates.     The  Champlain  : canal"  counties, 
including  those  bordering  on  the  Lake,  were  Sara- 
toga, Washington,  Warren,  ESsex,  Clinton,  Ren- 
sselaer, and  Albany,  and  excluding  the  last,  these 
voted  5-3  in  favor  of  the  act.    Albany  county  voted 
2-1  against  It. 
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for  the  safety  of  the  revenues.     Proximity  to  the  point 
of  collection  reduced  "the  risk  of  transmission"  of 
the  revenues  from  the  collectors  to  the  banks;  but, 
in  addition,  the  Corrals sioners  pointed  out,  local 
farmers  and  merchants  "must... be  most  deeply  inter- 
ested in  the  disposition  of  the  deposit  of  tolls." 
Such  farmers  and  merchants  would  readily  understand 
that  the  local  bank  would  "in  some  measure ...  govern 
its  accommodations"  to  its  customers  on  the  basis  of 
the  revenues  of  the  Canal  Fund  that  it  had  in  its  pos- 
session.    Moreover,  the  Commissioners  could  see  a  kind 
of  simple  justice  in  depositing^ the  tolls  in  the  local 
bank,  for,  it  could  be  "assumed  that  the  bank  nearest 
to  the  point  where  any  portion  of  the  revenue  is  col- 
lected is  most  likely  to  be  called  upon  for  accommoda- 

„1 

tions  by  payers  of  that  revenue.... 

The  community1 s  need  for  credit,  and,  frequent- 
ly, the  expressed  implication  that  the  Commissioners 
were  obliged  to  satisfy  this  need,  were  arguments  used 
almost  constantly  by  bankers  who  either  requested  the 
use  of  the  revenues  of  the  Canal  Fund  or  objected  to 
the  withdrawal  of  such  revenues  once  they  had  been 
made  available  to  them.    As  citizens  throughout  the 
state  became  aware  of  the  importance  of  the  Canal  Fund 
in  the  economy,  the  Commissioners  realized  that  they 

1.    Silas  Wright,  Jr.,  to  Alexander  B.  Johnson,  April 


11,  1831. 
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had  to  manage  the  Fund  not  only  in  terms  of  the  costs 
and  operations  of  the  canals,  but  also  with  regard 
to  the  public,  since  the  influence  of  the  Pund  now 
extended  into  the  marketplace. 

The  Commissioners1  concern  for  the  marketplace 
and  for  the  buyer  and  seller  in  it  governed  their  con- 
duct, for  instance,  toward  the  Bank  of  Fonroe  in  Roch- 
ester in  1633,  and  the  Cayuga  County  Bank  in  183U. 
The  Commissioners  had  intended  to  draw  on  their  depos- 
its in  the  Bank  of  Monroe  in  the  spring  of  1333  in 
order  to  accommodate  other  banking  institutions  that 
had  not  yet  shared  in  the  revenues  of  the  Canal  Pund, 
They  delayed  doing  so  out  of  consideration  for  the 
Bank  and  its  customers,  who,  they  expected,  would  be 
able  to  "dispose  of  their  flour  in  New  York  City"  and 
put  the  Bank  "in  funds  without  much  inconvenience"  by 
the  month  of  Kay.1    The  following  spring,  the  Comptrol- 
ler informed  George  B.  Throop,  Cashier  of  the  Cayuga 
County  Bank  at  Auburn,  that  although  the  Commissioners 
planned  to  draw  on  the  banks,  they  would  only  do  so 
with  due  regard  for  the  impact  of  their  actions  cn 
the  local  economy.     "For  the  first  sixty  days,  we  In- 
tend to  draw  as  lightly  as  possible  upon  the  depositing 
banks,"  Comptroller  Plagg  informed  Throop.    Plagg  ex- 
plained to  the  Cashier  that  the  Commissioners  had 


1.    A.C.Flagg  to  Abraham  Schermerhorn,  10 April,  1833. LRC, 
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decided  to  favor  the  bank  in  this  manner  "in  order  to 
lacilitate,  so  far  as  this  forebearance  will  do  it, 
the  measures  of  the  bank  in  getting  the  produce  of 
the  country  to  market." 

An  incident  that  occurred  in  Buffalo  in  I8I4.I 
illustrates  the  way  in  which  the  interests  of  local 
bankers  and  businessmen  were  drawn  together  out  of  a 
mutual  concern  for  the  administration  of  the  canal 
tolls.     A  rumor  had  spread  that  revenues  from  tolls 
collected  at  Black  Rock  and  customarily  deposited  in 
the  Commercial  3ank  and . the  Bank  of  Buffalo  would  be 
transferred  to  a  bank  in  Lockport.     First  to  protest 
the  possibility  of  such  a  change  was  Israel  Hatch  of 
the  Commercial  Bank  of  Buffalo.    Hatch  hotly  denied 
the  allegation  that  businessmen  "did  not  receive  the 
usual  business  facilities  from  the  banks  here."  He 
offered  to  collect  testimonials  from  major  business 
firms  in  3uffalo  that  would  prove  that  the  two  banks  1 
had  furnished  them  with  requisite  accommodations.  He 
asserted  that  the  3ank  Commissioner,  Bates  Cooke,  could 
testify  on  the  basis  of  his  inspection  of  the  books 
of  the  Commercial  Bank  that  it  had  discounted  "from 
100  to  ISO  thousand  dollars"  of  "produce  bills .. .prin- 
cipally to  pay  canal  tolls,  charges  and  advances  on 


1.    A.  C.  Flagg  to  George  B.  Throop,  31  March,  I83I4..  LRC, 
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produce  going  on  the  canal  to  market."      In  this  matter, 
Hatch  was  supported  by  Philo  Durfee,  who  claimed  that 
he  shipped  62, COO  barrels  of  flour  that  he  had  manu- 
factured in  I6I4.O  through  the  canals,  and  therefore 
Judged  that  he  probably  paid  more  tolls  than  any  other 
shipper  at  Black  Rock.     In  stating  his  objections  to 
the  rumored  change,  Durfee  indicated  the  importance 
that  millers  placed  on  the  resources  that  the  Canal 
Fund  made  available  to  the  community.     He  declared  that 

The  millers  at  this  place  generally 
receive  their  facilities  from  the  Com- 
mercial Bank  of  Buffalo  for  paying  their 
tolls  and  to  a  great  extent  for  carrying 
on  their  business  of  manufacturing,  and 
the  bank  is  materially  aided  in  the  bus- 
iness by  the  deposit  that  it  receives 
from  the  collectors  here. 

Durfee  envisioned  great  difficulties  for  the  mil- 
lers of  Buffalo  if  the  Commissioners  carried  out  their 
alleged  intention  of  transferring  the  canal  deposits, to 
Lockport.     Durfee  predicted  that 

should  the  money  paid  here  for  tolls  be 
placed  in  bank  at  Lockport,  it  would  soon 
create  such  a  balance  at  Buffalo  as  to 
compel  them  to  discontinue  affording  us 
the  facilities  we  do  much  need.     You  will 
readily  perceive  the  inconvenience  for 
the  miller  here  to  do  his  bank  business 
and  keen  his  bank  up  at  Lockport  25  miles 
distant.2 


1.     Israel  Hatch  to  John  A.  Collier,  20  April,  181*1. 

General  Correspondence  of  the  Comptroller, NYSL. 
I  Hereafter  referred  to  as  (icu). 


2.     Philo  Durfee  to  John  A.Collier,  16  April,  I8I4.I.  GCC. 
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Perhaps  Durfee  exaggerated  for  effect;  in  any 
case,  he  apparently  felt  that  the  Commissioners  would 
not  be  surprised  to  learn  that  where  the  millers  bor- 
rowed was  in  part  determined  by  the  bank  in  which  the 
Commissioners  decided  to  deposit  the  tells  collected 
on  the  canal. 

As  in  Buffalo,  so  in  other  communities,  the 
Canal  Fund's  relations  with  the  Bank  demonstrated  that 
the  Fund's  revenues  had  become  an  important  force  in 
local  economic  life.    Lockport,  for  instance,  was  a 
town  that  the  Erie  Canal  had  created.     The  imposing 
set  of  locks,  which  was  one  of  the  canal  engineers1 
major  achievements,  was  regarded  as  one  of  the  wonders 
of  the  western  world  by  the  1630' s.    Here  the  Lockport 
Bank  grew  with  the  town,  and  by  1833,  the  Bank  had  bene- 
fitted from  the  loans  and  deposits  that  it  had  received 
from  the  Canal  Fund.     When,  however,     the  Commissioners 
began  to  draw  steadily  on  the  Bank  throughout  the  winter 
of  183U-35,  so  that  the  Canal  Fund's  balance  in  the 
institution  was  reduced  in  less  than  a  year  from  $75,000 
to  about  $14.0,000,  Lot  Clark  protested  in  behalf  of  the 
Bank  because  of  the  adverse  effect  that  the  Commission- 
ers' policy  was  having  on  business  in  the  area.  Clark 
understood  the  business  of  the  area  well;  with  politicians 
and  bankers,  he  had  come  to  Lockport  to  speculate  in  lands 
at  the  foot  of  the  locks,  where  land  values  would  be 
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directly  affected  by  hydraulic  privileges  based  on 
the  overflow  waters  of  the  canal  that  could  be  pur- 
chased from  the  state.     Clark  declared  that  the  Com  - 
missionera 1  steady  withdrawals  from  the  bank 

render  it  necessary  for  us  to  push 
our  customers  to  their  inconvenienceo 
Ve  must  therefore  ask  you  if  conven- 
ient to  hold  up  for  a  while--  we  would 
like  to  keep  our  deposits  at  $60,000. 
That  sum  we  can  use  to  the  advantage 
of  the  bank  and  the  public. 

Clark  went  on  to  indicate  that  there  was  more 
at  stake  than  the  interests  of  private  business;  the 
use  of  the  canal  would  be  affected  if  the  Commission- 
ers did  not  reverse  their  policy,  since  "nearly  every 
dollar  of  canal  tolls,"  as  Clark  put  it,  "paid  here 
are  by  loans  from  us,  and  when  the  state  draws  off  too 

fast,  we  have  to  hold  up  and  thereby  diminish  the  a- 
2 

mount  of  tolls...."      No  doubt,  Clark1 s  argument  was 
a  transparent  appeal  to  the  Commissioners1  concern  for 
the  income  of  the  Canal  Fund,  but  discounting  this 
lame  strategy,  the  Lockport  Bank,  in  1835  reflected 
the  stake  that  the  community  had  in  the  deposits  and 
loans  of  the  Canal  Fund. 

Two  years  later,  exactly  one  day  before  the 
force  of  the  Panic  of  1837  compelled  the  banks  of  New 


1.  Lot  Clark  to  A.C.Plagg,  22  July,  1835.  Townshend  Pps.,NYPL. 

2.  Ibid. 
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York  City  to  suspend  specie  payments,  Washington  Hunt, 

speaking  for  the  Lockport  Bank,  was  effusive  in  his 

Gratitude  to  the  Commissioners  for  a  loan  that  they 

had  recently  granted  to  the  Bank.     "We  feel  under 

many  obligations  to  you,"  Hunt  wrote  to  the  Comptroller. 

The  loan,  he  declared, 

could  not  have  come  at  a  better  time. 
I  intend  nothing  unreasonable  when  I 
enquire  if  you  cannot  consistently 
provide  us  wjth  $10, COO  more  from  the 
same  source. 

In  the  licht  of  prevailing  conditions,  Hunt's 
eagerness  for  additional  revenues  from  the  Canal  *und 
is  easily  understood.    By  the  time  he  wrote  to  the 
Comptroller,  Hunt  noted  that  the  Banks  of  Buffalo  hed 
already  suspended  specie  payments,  and  had  "produced 
a  general  distrust  of  the  soundness  of  other  institu- 
tions...."   Panic  was  in  the  air,  and  Hunt  was  worried 
by  the  number  of  bill  holders  that  appeared  at  the 
bank  and  demanded  specie.     For  this  reason,  the  banker 
declared,  a  bank  was  wise  to  be  well  fortified"  under 
the  circumstances.     "Fortunately,  our  circulation  is 
small,"  Hunt  Confided  to  the  Comptroller.     "I  trust 
that  we  shall  get  through  safely  under  any  circum- 
stances, but  we  really  need  the  additional  amount 
which  I  have  named  to  relieve  us  from  apprehension."^ 


1.    Washington  Hunt  to  A.  C.  Flagg,  9  May,  1837.  GCC, 
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Banks  in  Syracuse  and  Saiina  had  long-standing 
accounts  with  salt  manufacturers  at  the  state-owned 
salt  springs.    The  salt  manufacturers  leased  their 
sites  from  the  state,  and  for  many  years,  the  manu- 
facture of  salt  was  a  major  industry  in  the  area  of 
Syracuse.    One  measure  of  the  importance  of  the  in- 
dustry is  the  total  sum  of  salt  duties  collected  be- 
tween 1617  and  1336,  which  amounted  to  $2,055,000. 
These  duties,  along  with  auction  duties  and  Income 
from  tolls,  had  been  allocated  by  the  Legislature 
to  the  Canal  Fund,  and  constituted  a  guarantee  to 
investors  that  the  interest  and  principal  on  the 
state  stocks  that  they  subscribed  to  would  be  paid. 
A  large  portion  of  the  salt  duties  were  deposited 
in  the  Bank  of  Utica,  the  Onondaga  County  Bank,  the 
Bank  of  Salina,  and  possibly  others. 

Prom  1633  and  thereafter,  the  Commissioners 
of  the  Canal  Fund  made  deposits  in  the  Bank  of  Salina. 
In  1839,  H.W.  Bennett,  Cashier  of  the  Bank,  protested 
that  the  terms  of  the  new  contract  defining  the  con- 
ditions upon  which  the  Commissioners  would  continue 
to  deposit  the  revenues  of  the  Canal  Fund  with  the 
Bank,  placed  the  bank  at  such  a  disadvantage  that  it 
would  be  prevented  from  accommodating  the  salt  manu- 
facturers as  it  had  done  in  the  past.    Apparently  the 
Commissioners  proposed  to  reduce  the  amount  of  deposits 
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that  the  Bank  had  teen  accustomed  to  receive  from  the 

Canal  Fund.     In  stating  his  objections,  Bennett  declared 

We  have  so  long  been  in  the  practice 
of  affording  the  salt  naxraf acturers 
all  the  facilities  in  our  rover,  that 
we  dislike  to  be  placed  in  a  position 
which  will  compel  us  to  discontinue 
doing  their  business  to  the  extent  we 
have  dor.e,  which  we  must  do  if  the 
duties  collected  here.are  taker  to 
foreicn  institutions. 

Later  that  year,  when  the  Comptroller  notified 
the  Bank  of  the  Commissioners 9  intention  to  draw  $21,000, 
Bennett  again  protested  in  terms  of  the  consequences 
that  such  a  move  would  have  for  the  manufacturers  of 
salt.    No  doubt,  at  times,  such  a  defense  was  auto- 
matically resorted  to  by  a  bank  that  was  overextended 
and  could  shield  its  desire  for  profits  in  no  other 
way.    But  because  the  pattern  is  much  the  same  as  the 
one  that  emerged  in  Buffalo,  Lockport  and  Rochester, 
the  complaint  of  a  shortage  of  credit  and  the  use- 
fulness in  resortirur  to  the  Canal  Fund,  makes  it  worth- 
while to  follow  the  objections  of  the  banker  of  Salina. 
In  opposing  the  Commissioners'  intention  to  draw, 
Bennett  pointed  out  that  the  Bank  had  been  "discount- 
ing for  the  salt  manufacturers  and  to  that  class  of 


1.    M.  W.  Bennett  to  3ates  Cooke,  5  June,  1839.  OCC. 
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men  exclusively  In  order  to.  prevent  their  being  driven 
to  stop  the  manufacture...."    Bennett  hoped  that  he 
could  dissuade  the  Commissioners  from  drawing  on  the 
bank;  if  the  Commissioners  insisted,  the  bank  would 
have  no  alternative  but  to  make  sacrifices  to  pay  over 
our  debts..."  and  the  results,  as  far  as  the  salt  manu- 
facturers were  concerned,  would  be  unfortunate.  Most 
of  them,  he  predicted,  would  under  such  circumstances 
"have  to  stop  about  two  months  earlier  than  usual, 
unless  some  bank  or  banks  will  discount  the  paper 
taken  in  payment  for  salt...."* 

The  fact  that  the  banks  depended  on  the  Canal 
Fund  for  credit  was  apparently  understood  as  well  by 
the  salt  manufacturers  in  ^alina  as  it  had  been  by  the 
millers  of  Buffalo.     Pnoa  P.  Granger,  also  of  the  Bank 
of  Salina,  explained  to  Comptroller  Bates  Cooke  that 
manufacturers  of  salt  applied  to  the  bank  for  accommo- 
dations and  were  "very  generally  denied,  in  consequence 
of  which  a  very  serious  embarrassment  pervades  this 
important  branch  of  industry."    Granger, however,  pointed 
out  that  the  manufacturers  did  not  blame  the  directors 
of  the  Bank  for  denying  them  the  credit  they  needed; 
instead,  they  directed  their  criticism  at  the  Commission- 
ers of  the  Canal  Fund.    Granger  explained  to  the  Comp- 
troller that 

It  is  here  generally  understood  that  in 


1.    W.  M.  Bennett  to  Bates  Cooke,  19  Sept.,  1839.  OCC. 
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consequence  of  the  frequent  and  un- 
expected drafts  of  the  Comptroller 
on  the  Bank  of  Salina  for  its  public 
deposits,  that  institution  is  com- 
pelled to  withhold  its  facilities 
which  it  would  otherwise  cheerfully 
grant  in  aid  of  an  interest  in  which 
so  many  of  our  citizens  are  concerned 
and  from  which  the  State  derived  so 
large  a  revenue 

The  Comptrollers  reply  to  this  letter  must  have 
been  a  sharp  one,  for,  in  less  than  a  week,  Bennett,  the 
Cashier  of  the  Bank,  explained  in  an  apologetic  tone 
that  the  allegations  against  the  Commissioners  of  the 
Cqnal  Fund  was  the  work  of  unnamed  "officious  inter- 
meddling politicians"  and  he  denied  vigorously  that 
any  of  the  directors  of  the  bank  had  accused  the  Com- 
missioners of  having  "unnecessarily  drawn  for  funds 
from  this  bank."     If  anything,  Bennett  declared,  the 
bank  had  publicized  the  liberality  of  the  Commissioners 
to  the  community.    He  explained  to  the  Comptroller  that 

your  willingness  to  let  the  amounts 
falling  due  1st  Sept.  and  1st  Oct. 
remain  with  us  has  been  frequently 
spoken  of  by  our  bank  as  liberal  on 
your  Dart  and  as  evincing  a  disposi- 
tion to  aid  us  to  furnish  all  the 
facilities  to  the  manufacturers  that 
was  (sic)  possible.     We  have  faith- 
fully carried  out  the  suggestions  we 
made  to  you  and  have  done  all  in  our 
power  to  aid  the  aalt  folks. 


1.  Amos  P.  Granger  to  Bates  Cooke,  3  Oct.,  1839.  OCC. 

2.  M.  W.  Bennett  to  Bates  Cooke,  7  Oct.,  1839.  OCC. 


During  the  following  year,  Hamilton  Vhite, 
Cashier  of  the  Onandaga  County  Bank,  turned  to  the 
Comptroller  and  requested  that  he  exercise  a  certain 
liberality  in  his  drawing  for  salt  duties  that  were 
deposited  in  the  bank.    The  reasons  he  offered  were 
much  the  sane  as  those  that  Bennett  and  Granger  of 
the  Bank  of  Salina  had  expressed  when  they  pointed 
out  to  the  Commissioners  the  dependence  of  the  salt 
manufacturers  on  the  bank,  and  the  bank's  dependence 
on  the  Canal  Fund.    White,  too,  was  solicitous  about 
the  welfare  of  the  salt  manufacturers.     The  manufac- 
turers, declared  White,  require  very  large  discounts 
at  the  opening  of  the  salt  business;"  they  depended 
on  the  banks  of  Syracuse,  and,  he  added,  "the  banks 
of  this  town,  while  they  endeavor  to  make  money,  at 
the  same  time  I  believe  use  all  exertions  to  aid  the 
business  of  the  country...."1    Early  in  the  year,  White 
had  petitioned  apparently  for  a  deposit  of  the  Canal 
Fund's  revenues  in  his  bank  to  supplement  the  salt 
duties  that  it  regularly  received.    Judging  from  the 
language  of  the  Comptroller,  who  spoke  Tor  the  Com- 
missioners and  refused  his  request,  White  had  couched 
his  petition  in  terms  of  the  benefits  that  such  a 
deposit  would  yield  not  only  to  the  salt  manufacturers 


1.    White  to  Bates  Cooke,  19  Aug.,  181+0.  GCC. 


of  Syracuse,  but  to  the  farmers  of  the  surrounding 

countryside.     The  Comptroller  indicated  that  the 

Commissioners  *  funds  were  committed,  but  that  they 

always  made  an  effort  to  aid  the  economic  groups  for 

whom  White  sought  the  loan.     Comptroller  Cooke  wrote 

While  I  accord  most  readily  in  your 
views  of  the  necessity  of  aid  to  be 
extended  to  the  agricultural  and 
salt  manufacturing  interest,  I  have 
to  regr6t  ifaat  the  Commissiouers  of 
the  Canal  Fund  have  it  not  in  their 
power  to  make  you  a  loan,  or  deposit 
with  your  bank  any  part  of  the  monies 
designated  for  the  redemption  of  Erie 
and  Champlain  Canal  stock...." 

In  1839,  Fresident  Whittelsey  of  the  Bank  of 
Monroe  accused  the  Commissioners  of  the  Canal  Fund 
of  jeopardizing  the  success  of  the  Tonawanda  Rail- 
road by  the  way  it  made  unjustified  demands  for  its 
deposits  on  the  3ank.    Whittelsey1 s  accusation  came 
in  response  to  a  sight  draft  that  the  Commissioners 
had  drawn  on  the  bank,  notwithstanding  the  fact  that 
the  contract  between  the  Commissioners  and  the  Bank 
was  based  on  the  Act  of  1831  and  required  the  Com- 
missioners to  notify  the  Bank  sixty  days  in  advance 
of  its  intention  to  draw.    The  Commissioners  had  ob- 
viously erred,  but  the  error  gave  Whittelsey  an  oppor- 
tunity to  discharge  some  of  his  aggressions  against 
them,  at  the  same  time  that  he  rejected  the  draft. 


1.    Bates  Cooke  to  Horace  White,  21  March,  1814.0.  LRC. 
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The  President,  of  course,  insisted  on  the  preliminary 
notice  that  the  contract  between  the  Bank  and  the  Com- 
missioners provided  for;  as  for  the  rconey  in  question, 
Whittelsey  explained  that  the  bank  had  "gone  on"  and 
"discounted  for  the  accommodation  of  the  public,"  Elab- 
orating on  his  objections  to  the  premature  demand  of 
the  Commissioners,  Whittelsey  explained  that 

It  is  inconvenient  for  a  country  bank 
at  this  season  as  you  well  know  to 
r.eet  such  sudden  demands,  and  it  is 
injurious  to  the  community  as  they 
must  either  press  their  debtors  at 
a  bad  season  of  the  year,  or  curtail 
discounts  which  are  now  much  wanted, 
to  enable  them  to  meet  such  drafts. 

The  Commissioners1  unjustified  demand  gave 
Whittelsey  an  opportunity  to  review  the  bank's  connec- 
tion with  the  Canal  Fund  over  a  period  of  years  and 
brought  him  around  to  the  subject  of  the  Tonawanda 
Railroad.    Whittelsey  pointed  out  that  prior  to  Febru- 
ary, 1635,  the  Bank  held  almost  $200,000  of  the  revenues 
of  the  Canal  Fund.    He  explained  that  the  Commissioners 
had  deposited  3^0,000  in  the  Bank,  when  he  and  Jonathan 
Child,  an  enterprising  businessman  in  Rochester,  had 
applied  for  a  deposit  in  behalf  of  the  Bank.  Whittelsey 


1. Frederick  Whittelsey  to  Bates  Cooke,  8  Feb.,  1839.  GCC. 
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candidly  declared  that  he  and  Child  were  "large  stock- 
holders in  the  Tonawanda  Railroad  Company?  and  he  re- 
vealed that  "a  large  portion0  of  the  revenues  that 
the  Commissioners  had  deposited  in  the  bank  was,  in 
turn,  borrowed  by  himself  and  Child  "to  enable  us  to 
carry  out  what  was  deemed  an  important  improvement...." 
3y  July,  1537,  $30,000  of  the  $50,000  that  Vhittelsey 
and  Child  had  persuaded  the  Commissioners  to  deposit 
in  the  bank  was  repaid  to  the  Canal  Fund,  while  the 
remaining  $20,000  was  converted  into  a  loan  under  the 
terms  of  the  Act  of  1331.    This  was  the  loan  on  which 
the  Commissioners  had  unwittingly  drawn.    This  act, 
Whittelsey  declared,  failed  to  take  into  consideration 
the  fact  that  "the  Bank  of  Monroe. . .aided  in  buildirg 
our  railroad  and  has  done  it  from  patriotic  motives 
and  to  their  own  injury..."    Surely,  Whittelsey  Implied, 
here  was  an  example  of  the  highest  kind  of  "public  spirit" 
that  a  financial  institution  was  capable  of  demonstrating, 
and  the  Commissioners,  out  of  appreciation  for  the  public 
services  that  the  bank  had  rendered  In  aiding  the  rail- 
road, would  be  justified  in  treating  the  institution 
with  greater  leniency  and  understanding  than  it  had 
done  in  the  past.     Aside  from  the  Canal  Fund,  the  state 
itself  had  an  obligation  to  the  bank  for  what  it  had    -  . 
done  by  way  of  public  service.     In  this  connection, 
Whittelsey  pointed  out  that  the  bank  "held  demands 
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against  the  railroad  which  should  be  paid  and  which 
we  hope  to  get  the  aid  of  the  legislature  to  enable 
us  to  pay...,"  a  hope  which  was  fulfilled  by  1838.1 
Reverting  to  his  general  theme,  the  President  of  the 
3ank,  not  too  clearly  to  ':>e  sure,  indicated  his  vexa- 
tion at  the  Commi s si oners ,  whose  drawing  on  its  deposits 
had  a  direct  effect  on  the  business  of  Rochester,  He 
declared  that 

the  bank  has  paid  hugely  of  its 
debt  to  the  Canal  Fund  and  of  its 
other  debts  in  the  whole  to  the 
amount  of  about  $300,000.  They 
wish  to  do  some  business,  and  ^ 
the  community  want  them  to  do  it,... 

Whittelsey's  conclusion  was  inescapable:  the 
Commissioners1  practice  of  drawing  on  the  deposits 
in  the  Bank  of  Monroe  endangered  the  business  of  Roch- 
ester, and  was  hostile  to  the  best  interests  of  the 
Tonawanda  Railroad,  a  project  that  was  conceived 
in  the  spirit  of  the  most  unselfish  public  interest.^ 

The  Commissioners  of  the  Canal  Fun*  frequently 
discussed  the  "dif fusion"of  their  revenues  "through 
every  department  of  business"  in  their  Reports  and 


1.  Ibid. ;    KYS.Ass .Poets. ,  6&  Sess.,  I,  Doc.  No. 10,  30. 

2.  The  Tonawanda  Railroad,  which  ran  parallel  to  the 

Erie  Canal  and  eventually  competed  with  it  for 
traffic,  was  thus  built  in  part  on  credit  sup- 
plied by  the  Canal  Fund  and  eventually  received 
in  addition  a  loan  of  $100,000  from  the  state. 
NYS.  Ass. Poets.,  66  Sess.,  I,  Doc.  No. 10,  30. 
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noted  the  seemingly  elementary  fact  that  the  only- 
reason  that  the  banks  sought  loans  and  deposits  from 
the  Fund  was  so  that  they  could  relend  the  money  to 
individuals.*    They  pointed  out  that 

The  Banks  can  use  this  money  profit- 
ably so  as  to  afford  to  pay  interest, 
in  no  other  way  than  by  loaning  it  to 
individuals,  as  they  do  their  own 
capital. 

3y  1332,  the  Commissioners  could  explain  the 
increased  circulation  of  banks  outside  of  the  city 
of  New  York,  as  compared  to  the  previous  year,  by 
attributing  it  "in  part  to  the  use  of'capital  belong- 
ing" to  the  Canal  Fund,  in  part  to  the  establishment 
of  new  banks,  and  partly  to  a  general  overtrading  in 
the  country,  somewhat  encouraged  by  the  facilities 
afforded  by  those  banks."     The  Commissioners  then 
evaluated  the  effect  of  the  Canal  Fund  on  the  banks 
of  the  state,  and  concluded  that 

The  magnitude  of  the  Canal  Fund  is  now 
such  as  to  have  an  important  influence 
over  the  banking  concerns  of  the  state, 
so  long  a3  the  present  mode  of  its  in- 
vestment is  continued.     It  may  be  con- 
sidered as  an  addition  to  the  bank  capi- 
tal of  the  state  of  about  two  millions, 
which  will  be  annually  accumulating.  De- 
posits from  this  Fund,  in  the  first  in- 
stand,  were  distributed  among  three  of 
the  banks  in  the  city  of  New  York,  and 
fourteen  in  other  parts  of  the  state, 
which  report  to  us ;  and  nearly  all  the 
institutions,  particularly  in  the  country, 


1.  NYS. Ass. Poets. ,  58  Sess.,  II,  Doc. No. 7k,  23. 

2.  Ibid.,  56  Sess.,  II,  12-13. 
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directly  or  indirectly  participate 
in  the  use  of  the  ca'pital  which  it 
affords.     The  circulation  of  the 
last  year  have  been  more  than  could 
have  been  sustained  without  the  aid 
of  that  Fund,  and  more  perhaps  than 
prudent  operators  should  have  hazarded 
upon  such  a  reliance. * 

By  1835  it  appeared  that  the  Commissioners 1 
prediction  with  regard  to  the  growing^influence*'  of 
the  Canal  Fund  "over  the  banking  concerns  of  the  state" 
was  not  to  be  dismissed  lightly.     Statistics  collected 
by  the  Bank  Commissioners,  whose  duty  it  was  to  inspect 
the  books  of  Safety  Fund  Banks  and  to  report  on  their 
condition,  indicated  that  in  the  case  of  numerous  banks, 
the  Canal  Fund  constituted  a  significant  part  of  their 
holdings  on  the  basis  of  which  their  business  activities 
expanded.     The  picture  varied  from  bank  to  bank;  for 
the  canal  revenues  seemed  more  important  for  some 
banks  than  for  others.    Cne  way  of  judging  how  import- 
ant the  revenues  of  the  Canal  Fund  were  to  the  business 
of  the  banks  is  to  observe,  percentage-wise,  the  re- 
lationship of  canal  loans  to  the  amount  of  loans  and 
discounts  that  the  banks  were  extending  at  the  same 
time  to  their  customers.    Obviously,  as  both  the  Com- 
missioners and  the  bankers  pointed  out,  the  banks  bor- 
rowed from  the  Canal  Fund  in  order  to  lend  to  their 
customers.    In  the  case  of  the  Schenectady  Bank,  its 


1.    NYS.  Ass. Poets. ,  5$  Sess.,  II,  Doc.  No. 70,  7-8. 
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canal  loans  equalled  £%  of  Its  loans  and  discounts; 
for  the  Farmers'  Bank,  the  proportion  was  8#;  the 
Essex  County  3ank,  9%;  the  Madison  County  Bank,  11%; 
the  Wayne  County  Bank,  12%;  the  Canal  Bank,  lk»i  the 
Bank  of  Troy,  the  Bank  of  Whitehall,  l8£j  the 

Merchants;  and  Mechanics1  Bank,  22%.     It  is  interesting 
to  observe  that  the  five  banks  that  protested  diminu- 
tion of  loans  from  the  Canal  Fund  had  considerable 
reason  for  doing  so.     Canal  loans  to  the  Commercial 
Bank  of  Buffalo  equalled  Q%  of  its  loans  and  dis- 
counts in  1835;  the  proportion  vas  15%  for  the  Bank 
of  Salina;  19;*  for  the  Bank  of  Monroe;  22%  for  the 
Lockport  Bank,  and  29%  for  the  Onondaga  Bank,  Lot 
Clark,  therefore,  was  amply  justified  when  he  in- 
sisted that  if  the  Commissioners  drew  heavily  on  the 
Lockport  Bank,  the  bank,  in  turn,  would  have  to  "push" 
its  customers  to  their  inconvenience.  Similarly, 
Frederick  Whittelsey  correctly  linked  the  resources 
of  the  Canal  Fund  placed  at  the  disposal  of  officials 
of  the  Bank  of  Monroe  with  their  capacity  to  "do  some 
business."    The  same  may  be  said  of  Horace  White1 s 
declaration  that  the  banks  of  his  town  "endeavor  to 
make  money,"  a  statement  striking  for  its  frankness. 
Equally  striking,  too,  was  the  fact  that  in  order 
to  do  so,  White's  own  bank  had  to  lean  heavily  on 
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the  resources  of  the  Canal  Fund, 

By  1636,  the  involvement  of  the  Canal  Fund  with 
the  banks  provided  the  Legislature  with  a  means  of  re- 
sisting demands  to  increase  the  number  of  banks  and 
to  increase  the  amount  of  banking  capital  in  the  state. 
Legislators  could  point  to  the  "accumulation  of  Canal 
Fund  monies  in  the  hands  of  the  banks"  and  could  echo 
the  opinion  of  the  Commissioners  that  their  loans  and 
deposits  had  "enlarged  the  ability  of  banks  to  discount 
upon  nearly  so  much  additional  capital."     "It  is  only 
by  use  of  them  now,"  the  Commissioners  declared  in 
connection  with  the  Canal  Fund  revenues,  "that  the 

banks  are  enabled  to  sustain  the  large  amount  of 
2 

their  discounts." 

The  Commissioners1  power  to  administer  large 
funds,  to  deposit  large  revenues  in  banks  and  to  with- 
draw them,  to  issue  stock  and  to  redeem  it,  inevitably 
meant  that  the  question  of  politics  would  be  raised  in 


1.  •  Computations  derived 
irum  figures  in  the  Annual  Report  of  the  Bank 
Commissioners ,  January  dj>,  lOjt.  flYS.Ass.DocTs. , 
>V  Sess.,  II,  Doc.  No. 80,  18-36. 

2.  Ibid. ,  p. 12.     In  terms  of  the  effect  on  the  economy, 

It  must,  of  course,  be  remembered  that  by  this 
time,  transfer  of  the  deposits  of  the  national 
government  from  the  Second  Bank  of  the  United 
States  to  the  so-called  "pet  banks",  some  of 
them  in  New  York  City,  was  of  far  greater  sig- 
nificance than  were  the  loans  and  deposits  of 
the  Canal  Fund. 
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connection  with  their  activities.    The  Cornel  as  loners 
were  frequently  accused,  in  their  dealings  with  the 
banks,  of  shaping  their  decisions  with  an  eye  to  polit- 
ical considerations.     Did,  for  instance.  Democratic 
commlss loners  show  favoritism  to  banks  whose  direc- 
tors were  largely  Democrats,  during  the  thirties? 
Vere  deposits  made  or  withheld  on  the  basis  of  party 
affiliation? 

Historically,  it  is  clear  that  banking  and  poli- 
tics were  closely  associated  in  New  York.    Veil  beyond 
the  first  quarter  of  the  century,  the  legislative  fate 
of  numerous  bank  charters  in  New  York  State  was  deter- 
mined on  the  basis  of  the  political  affiliations  of 
the  banks1  directors.1    Keither  was  it  unusual  for 
members  of  a  political  party  to  petition  for  a  charter 
for  a  bank  in  their  own  community  in  order  to  strengthen 
the  position  of  the  party.    This,  apparently,  was  one 
of  the  reasons  for  the  incorporation  of  the  Chatauqua 
County  Bank  in  1831.     Ostensibly,  this  bank  was  chartered 
for  the  purpose  of  meeting  the  financial  needs  that 
lumbering,  the  manufacture  of  pot  and  pearl  ashes,  and 
local  trade  created,  and  to  avoid  the  difficulties  that 
arose  out  of  dealing  with  banks  in  Buffalo,  or  distant 
Canandaigua  or  Catskill.    But,  as  the  historian  of  th« 


1.    Hammond,  History  of  Political  Parties...,  I,  329-39. 


county  points  out,  it  was  chartered,  too,  to  meet  the 
needs  of  the  Democrats  "with  a  view  to  advance  the  in- 
terests of  the  party  in  the  county."*    However,  the 
Democrats  were  not  alone  in  making  use  of  the  close 
connection  that  existed  between  banking  and  politics. 
The  election  of  183U  in  Buffalo  found  Democratic  and 
Vhig  banks  warring  against  each  other  for  the  purpose 
of  immediate  political  gain. 

We  Vfhiga  are  busy  and  I  believe  we 
are  well  organized  for  the  battle... the 
Jackson  Bank  here  will  doubtless  do 
something  for  the  Tory  cause,  but  in 
the  course  of  next  month  we  shall  re- 
taliate.-- We  shall  rake  a  first  debut 
with  from  $10,000  to  $20,000  and  con- 
tinue operations  until  they  are  satis- 
fied that  Jacksonianism  cannot  flourish 
in  our  city--  the  Jackson  bank  for  the 
last  week  fell  in  debt  to  our  other 
banks  over  $15,000  last  week,  and  it 
will  continue  to  increase  as  their 
money  gets  out....2 

Under  such  circumstances,  it  is  clear  to  assume 
that  at  various  times  the  Commissioners  were  subject 
to  political  pressure  from  interested  partisans.  In 
1830,  for  example,  when  the  officials  of  the  National 
Bank  of  New  York  feared  that  subscription  to  its  stock" 
would  not  be  "filled  up,"  William  James,  Jr.  wrote  to 
Azariah  C.  Flagg,  reminding  him  of  his  previously- 
expressed  "strong  desire"  to  have  the  oank  "filled  up," 


1.    Obed  Edson,  History  of  Chatauque  County,  New  York. 
(Boston,  18WT,  J^8.    *  ~ 


2»    Weed  and  Pratt  to  I  St  J  Townshend, 
Townshend  Papers. 
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and  declaring  that  all  that  was  needed  to  attract  sub- 
scribers to  invest  in  the  Bank's  stock  was  a  visible 
demonstration  of  state  patronage.     The  only  thing  want- 
ing, said  James,  "to  assure  our  getting  filled  up... 
is  what  our  friends  can  accomplish. giving  us  the 
state  patronage  as  f«r  as  this  city  is  concerned." 
James  called  this  "a  reasonable  expectation. . .one 
perfectly    proper  in  itself  and  such  as  we  should 
expect  from  our  friends...."     Certainly,  if  there 
were  no  legislation  that  barred  patronage  from  a 
Democratic  administration  to  a  Democratic  bank, 
James  pointed  out,  and  "it  is  in  the  power  of  the 
government  to  do  their  business  with  any  institution 
•they  nlease,  then  we  would  naturally  expect  that  patron- 
age ,  and  could  it  be  known  that  such  a  result  would 
follow,  we  would  fill  the  tank  in  two  hours.... "* 

Despite  the  fact  that  the  first  loan  that  the 
Commissioners  made  went  to  the  National  Bank  in  1831, 
it  seems  unlikely  that  the  Commissioners1  decision  to 
make  this  loan  was  the  result  of  political  influence. 
The  National  Bank,  it  will  be  remembered,  applied  for 
its  loan  in  a  period  when  money  was  "easy;"  no  other 
bank  applied  for  a  loan  from  the  Canal  Fund  at  the 
time.     In  addition,  when  money  grew  "tighter"  and 


1.     William  James,  Jr.  to  A.  C.  Plagg,  1  May,  1830. 
GCC.  (Italics  are  James'). 


several  other  banks  applied  to  the  Commissioners  for 
loans  under  the  Act  of  1631 »  these  banks  were  accom- 
modated while  the  second  application  of  the  National 
Bank  was  rejected.* 

The  Commissioners  were  frequently  accused  of 
abusing  their  powers  for  political  ends.     The  American 
Railroad  Jourr.el  and  Advocate  of  Internal  Improvements 
in  declared  that  the  Commissioners  refused  to  re- 

deem about  $2,000,000  of  canal  stock  held  abroad  and 
did  so  for  insidious  political  reasons.     The  charge 

was  patently  false,  as  the  Reports  of  the  Commissioners 

2 

prove,  but  it  was  made  nevertheless.      The  Railroad 
Journal  declared  that  the  large  sum  "is  held  by  the 
Commissioners  of  the  fund,  Just  as  the  public  deposits 
are  held  by  the  President  /^ackson7  as  a  fund  to  be 
used  and  transferred  at  pleasure,  to  reward  this  or 
punish  that  bank,  according  to  the  more  or  less  polit- 
ical subserviency  of  its  directors....""*    When,  that 
same  year,  the  Commissioners  announced  their  intention 
to  borrow  $900,000  to  finance  the  construction  of  the 
Chenango  Canal,  Whigs  once  again  denounced  the  Demo- 
cratic administration  for  its  financial  policies. 


1.  Supra. ,  VI. 

2.  The  fact  that  the  banks  called  on  the  Commissioners 

to  end  redemption  at  this  time  and  make  deposits 
in  the  banks  instead  constitute  additional  proof 
that  the  charge  was  without  foundation.  A.C.Flagg 
to  Silas  Wright,  lh  «-Tuly,  1831;.  Flagg  Pps. 

3.  Vol. Ill,  Part  1,  197. 
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Subscribers  to  the  loan,  they  indicated,  had  to  pay 
collectively  $900,000  within  ninety  days  of  the  date 
of  subscription,  while  the  Commissioners  would  not 
spend  the  revenues  that  the  loan  brought  in  for  at 
least  two  years.     Meanwhile,  these  critics  emphasized, 
"the  people:  would  have  to  meet  the  regular  interest 
payments  on  this  loan  which  had  obviously  been  floated 
prematurely  in  order  to  realize  purely  political  ob- 
jectives through  economic  means. 

Such  are  the  juggling  tricks  of  the 
money  changers  at  Albany,  to. ..put 
money  in  the  pockets  of  their  friends 
at  the  expense  of  the  people.     An  un- 
derstanding as  we  are  assured  has  al- 
ready been  made  and  these  Chenango 
Canal  loans  are  to  go  into  certain 
country  banks. 1 

The  Commissioners--  as  tools  of  the  Democratic 

party —  the  reigning  Regency  in  Albany,  according  to 

the  Whigs,  were  fleecing  the  people  for  the  benefit 

of  bankers  whose  politics  were  also  Democratic. 

Thus,  while  those  banks,  the  political 
machines  of  the  Regency  are  dividing 
their  10,  1?,  and  per  annum,  their 

capital  and  their  dividends  are  thus  to 
be  increased  by  the  people  of  the  state. 
Such  is  the  operation  of  the  Canal  Fund... 

The  banks  borrow... the  millions  of  Cans! 
Fund  revenues  at  an  interest  of  1+  and  5% 
and  use  the  whole  in  banking —  shaving 
the  peoole  with  their  own  money  and  pock- 
eting their  10  and  IkZ. 1 


1.     New  York  Commercial  Advertiser,  k  April,  18314.. 
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The  Commissioners  rejected  the  charge  that  the  Chenango 
loan  had  been  raised  prematurely.     They  explained  that 
the  contractors  found  the  prevailing  low  price  of  labor 
and  raw  materials  an  inducement  to  accelerate  the  pace 
of  operations  on  the  canal;  for  this  reason,  they  had 
hastened  to  float  the  loan  because  they  anticipated 
that  the  money  would  "be  required  during  the  summer 
and  fall  of  183U."     The  Commissioners  readily  admitted  that 
all  the  revenues  from  the  loan  were  not    used  imme- 
diately, and  their  failure  to  explain  why  this  was  so 
did  not  help  to  allay  the  suspicions  of  their  critics.1 

The  absence  of  sufficient  evidence,  however, 
makes  it  difficult  to  sustain  charges  levied  at  the 
Commissioners  of  allocating  their  funds  in  the  form 
of  deposits  and  loans  among  the  banks  of  the  state  for 
the  purpose  of  political  advantage.     There  were  more 
effective  ways  that  the  Commissioners--  Democrats  in 
a  Democratic  administration--  had  of  asserting  their 
power  in  behalf  of  local  Democratic  bankers,  as  they 
demonstrated  during  the  panic  of  183^.  In  that  panic, 


The  Commissioners  pointed  out  that  the  transaction 
produced  no  loss  for  the  Canal  Fund,  since  the 
unused  portion  of  the  loan  was  deposited  in  the 
banks  at  an  annual  interest  of         the  same  rate 
of  interest  that  the  state  paid  on  its  stock. 
They  noted,  too,  that  the  premium  on  the  loan 
of  $58,000  was  also  banked,  but  this  was  no 
answer  for  critics  who  accused  them  of  being  in 
collusion  with  bankers  who  shaved  their  customers 
with  the  people's  money.    NYS.  Ass. Poets. ,  58 
Sess. ,  I,  Doc.  No.ii,  25. 
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the  goals  of  the  Commiss  I  oners ,  of  Democratic  bankers 
of  New  York  and  of  the  Democratic  administration  in 
Washington  were  identical.     Their  combined  purpose  was 
to  fend  off  the  attack  that  the  Bank  of  the  United 
States  made  on  the  national  economy  in  crder  to  secure 
an  extension  of  the  Bank's  charter  from  an  unwilling 
national  administration. 

The  Panic  ensued  after  the  Second  Bank  of  the 
United  States  began  a  sudden  and  sharp  cutback  in  its 
discounts  in  October,  183U  and  repeated  the  process 
for  a  second  tire  in  January,  I83I1..*    The  Bank  justi- 
fied this  policy  on  the  basis  of  the  national  govern- 
ment's announced  Intention  to  dispense  with  Its  ser- 
vices as  a  depository  for  federal  funds;  according 
to  the  Bank's  supporters,  the  Bank  had  no  choice  but 
to  contract  its  discounts  and  loans  before  the  Treas- 
ury of  the  United  States  withdrew  its  deposits.  Un- 
doubtedly this  step  was  sound  banking  practice,  and 
the  institution  cannot  be  criticized  on  this  score, 
despite  the  fact  that  it  reduced  its  loans  and  dis- 
counts by  almost  twice  the  amount  that  the  Treasury 
2 

finally  withdrew.      As  it  turned  out,  however,  there 


1.  Smith,  op.clt. ,  1€1,1^3,16  7.  The  Bank  reduced  its 

discounts  fcy  $6,000,000  in  October,  1833,  and 
followed  this  with  a  further  reduction  of 
$3,000,000  in  January,  1831*. 

2.  Because  officials  of  the  Bank  could  not  foresee  how 

the  government's  decision  to  withdraw  its  deposits 
would  affect  its  other  depositors,  and  because  the 
policy  of  the  treasury  department  in  its  day-to- 
day relations  with  the  Bank  was  absolutely  unpre- 
dictable, it  is  possible  to  justify  even  the  ex- 
cessive policy  of  contraction  of  discounts  that  the 
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was  more  involved  In  this  decision  than  sound  banking 
procedures;  a  fundamental  consideration  that  helped 
shape  this  decision  was  the  question  of  the  survival 
or  demise  of  the  bank  itself.* 

Early  in  1532,  Congress  passed  a  bill  providing 
for  an  extension  of  the  charter  of  the  Bank  which  Presi- 
dent Jackson  promptly  vetoed.     The  question  of  the  Bank 
became  an  issue  in  the  presidential  campaign  of  that 
year,  and  when  Henry  Clay,  the  Vhig  candidate  who 
supported  re chartering  of  the  Bank,  was  defeated  in 
the  election  by  President  Jackson,  the  administration 
interpreted  the  results  of  the  election  as  the  final 
judgment  of  the  people  on  the  question  of  the  Bank. 
It  was  this  judgment  that  Nicholas  Biddle,  President 
of  the  Bank,  sought  to  set  aside  by  contracting  credit 
facilities  that  the  bank  customarily  provided.  Con- 
traction led  to  panic,  and  panic  to  hardship;  this 
was  Biddle' s  method  of  forcing  Congress  to  act  again 
on  the  issue  of  a  national  bank,  and  of  pressuring  the 
President  by  means  of  the  cries  of  distress  that  would 
arise  from  the  people.    "Nothing  but  the  evidence  of 
suffering  abroad  will  produce  any  effect  on  Congress," 


1.    Nicholas  Biddle,  President  of  the  Bank,  admitted 
that  contraction  of  the  bank  loans  had  extended 
far  beyond  the  period  when  it  was  entirely  be- 
yond the  reach  of  "any  mischief  of  the  treasury." 
Smith,  Economic  Aspects..,,  161,  163,  167. 
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Biddle  declared,  intent  on  carrying  the  struggle  to 
its  bitter  end,  no  matter  what  the  coat  would  be  for 
the  economy  as  a  whole.     "All  the  other  banks  and  all 
the  merchants  may  break,"  wrote  Biddle,  at  the  height 
of  the  panic,  "but  the  Bank  of  the  United  States  shall 
not  break. "      Meanwhile,  banks  and  brokerage  houses 
were  closing  their  doors,  prices  of  stock  were  toppling, 
and  there  was  a  visible  increase  of  unemployment  in 
the  cities. 

With  a  Democratic  adminis tra tion  in  Albany,  it 
was  hardly  likely  that  the  Commissioners  of  the  Canal 
Fund  would  sit  by  idly  watching  the  "banks .. ,and. . . 
merchants .break."     The  Democratic  cause,  its  hostility 
to  the  Bank  of  the  United  States,  was  the  same  in  Albany 
as  in  Washington.     Personal  ties  with  the  national  ad. 
ministration  strengthened  those  of  a  partisan  kind, 
if  such  strengthening  were  at  all  needed.  Ex-Governor 
Martin  Van  3uren  of  New  York  was  now  Vice-President 
of  the  United  States;  the  former  Comptroller  Silas 
Wright,  Jr.,  had  become  a  powerful  voice  for  the  ad- 
ministration in  the  Senate  of  the  United  States.  The 
Canal  Fund's  resources  were,  of  course,  no  match  for' 
those  of  the  Bank  of  the  United  States;  but  what  the 
Commissioners  were  able  to  do  with  the  resources  that 
they  had  and  with  the  Canal  Fund  that  they  managed, 
they  did!    As  it  turned  out,  the  course  that  the  Com- 
missioners took  was  not  only  in  harmony  with  that 


1.    Reginald  C.McGrane,  ed. ,  The  Correspondence  of 
Nicholas  Biddle  (Boston,  1919),  219,  221.  
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of  the  national  administration,  but  it  found  compile 
favor  with  many  of  the  local  bankers  in  New  York. 
These  local  bankers  were  absolutely  bent  on  destroy- 
ing the  National  3ank,  their  major  competitor.  Their 
views  on  the  dangers  that  the  mammoth  bank  posed  to 
the  economy,  on  the  causes  and  the  course  of  the  panic, 
and  on  arrangements  that  the  national  government  might 
make  with  state  banks  after  the  deposits  were  removed 
from  the  great  bank,  coincided  so  closely  with  those 
of  the  hierarchy  of  the  state  Democratic  party,  and 
in  particular  with  the  ideas  of  the  only  two  Commission- 
ers whose  ideas  are  still  available,  that  at  times  the 
r>arty  almost  appears  to  stand  as  the  representative  of 
the  local  Democratic  banker  in  politics. 

The  policy  that  the  Commissioners  fashioned 
specifically  for  the  purpose  of  meeting  the  crisis 
caused  by  the  panic  was  not  a  spectacular  one.  They 
decided,  simply,  to  allow  the  Canal  Fund's  revenues 
to  remain  where  they  would  do  the  most  good  at  a  time 
when  the  Bank  of  the  United  States  seemed  to  be  doing 
its  best  to  dry  up  all  sources  of  credit.    This  meant, 
of  course,  that  wherever  possible,  loans  and  deposits 
would  remain  with  the  banks,  and  only  such  expenditures 
that  could  not  be  avoided,  like  interest  payments 
and  maintenance  charges  would  constitute  reasons  for 
calling  on  the  banks  for  funds. 
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This  policy  was  a  complete  reversal  of  the  one 
that  had  prevailed  since  the  early  part  of  the  year. 
For  more  than  six  months,  the  Commissioners  had  per- 
sisted in  a  policy  of  steady  redemption  of  its  stock, 
and  during  the  first  week  of  August,  the  Commissioners 
had  made  it  clear,  through  the  Comptroller,  that  they 
expected  to  continue  to  redeem  as  much  of  the  outstanding 
stock  as  they  possibly  could.     This  was  the  impression 
that  Comptroller  Flagg  clearly  conveyed  in  his  corres- 
pondence with  the  brokerage  house  of  Prime,  V/ard  and 
'King.     3ecause  this  house  dealt  largely  in  stock  owned 
abroad,  and  because  long  periods  of  time  frequently 
elapsed  between  the  actual  purchase  of  such  stock  and 
its  delivery  to  the  transfer  officer  in  New  York, 
Flagg  outlined  the  likely  policy  of  redemption  that 
would  prevail  in  advance  for  the  convenience  of  the 
firm,  and  stated  the  prices  that  the  Commissioners 
were  willing  to  pay  for  stock  up  to  and  including  April, 
1S3U.     The  Comptroller  committed  himself  without  reser- 
vation to  making  large  purchases  of  stock  abroad  through 
the  first  quarter  of  133U.     He  explained  that  sine* 
the  retirement  of  about  $1,000,000  of  the  stock  held 
by  the  Bank  for  Savings  two  months  earlier,  there  were 
"very  few  large  lots  of  the  Erie  and  Champlain  stock" 
left  in  the  country.     MIn  order  to  make  redemption  to 
any  considerable  amount  during  the  coming  year,"  the 
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Comptroller  wrote,  "we  must  look  to  the  foreign  market.0 
Flap?  made  no  effort  to  hide  the  Commissioners1  eagerness 
to  continue  to  "buy  in"  canal  stock  before  the  panic 
broke.     The  Commissioners  would  buy  from  anyone,  any- 
where, and  Flacrg  warned  Prime,  V'ard  and  King  not  to 
expect  to  serve  the  Commissioners  as  their  sole  pur- 
chasing agent  in  Europe.     "Our  prices  will  be  known," 
wrote  the  Comptroller,  "and  if  others  offer  us  stock 
at  those  prices,  we  shall  purchase  whether  procured 
at  home  or  abroad."^" 

..'hen  the  Bank  of  the  United  States  contracted 
its  discounts  and  panic  ensued,  the  Commissioners  res- 
ponded to  the  changed  conditions  by  reversing  their 
announced  policy.     Instead  of  drawing  on  the  banks 
and  buying  stock  in  Europe  and  America,  as  Flagg  ha 
declared  they  would,  the  Commissioners  abruptly  aban- 
doned the  purchase  of  all  stock  and  resumed  lending 
to  banks.     Even  before  the  full  force  of  the  panic 
was  felt,  the  Commissioners  were  extending  loans  to 
banks  in  Troy,  Utica,  Palmyra,  and  elsewhere,  indica- 
ting that  their  policy  had  changed  completely  in  a 
brief  period  of  six  weeks.2    jn  February,  l&3k,  the 


1.  A. C. Flagg  to  Prime,  Vard  and  King.,  1  Aug. ,1833. LRC. 

2.  A. C. Flagg  to  J.  S.  Fenton,  10  Sept.,  1833;  Flagg  to 

A.  3.  Johnson,  21  Sept.,  1833;  George  V.  Newell 
to  S.  K.  Stow,  18  Oct.,  1633.  LRC, 


Comptroller  explained  the  Commissioners*  policy  for 
the  duration  of  the  panic  to  Nathaniel  S.  Benton,  a 
banker  of  Little  Falls.     "We  have  in  a  great  measure 
discontinued  the  purchase  of  stock,"  Plagg  declared, 
"in  order  to  relieve  the  banks  from  any  drafts  at 
this  time."1 

Flazr,  personally,  had  never  been  enthusiastic 
about  the  policy  of  lending  or  depositing  the  revenues 
of  the  Canal  Fund  in  banks,  and  he  saw,  during  these 
difficult  months  of  1933-3U»  evidence  that  seemed  to 
corroborate  some  of  his  deep-seated  misgivings  about 
the  wisdom  of  the  Canal  Fund's  intimate  relationship 
with  the  banks.     He  told  Benton  that  some  banks  were 
in  difficulty  just  because  they  had  loans  from  the 
Canal  Fund.     Such  "banks  which  have  them  are  so  ex- 
tended on  account  of  having  the  loans  that  it  would 
be  inconvenient  /Tor  them7  to  be  drawn  upon  at  this 
time."    When  Benton  urged  the  Commissioners  to  grant 
loans  to  country  banks  that  had  none  in  order  to  en- 
able them  to  accommodate  customers  that  they  were 
turning  away  in  great  numbers,  the  Comptroller's  reply 
reflected  the  Commissioners'  understanding  of  the  ser- 
ious strain  on  the  banks  and  the  dangers  that  might 
ensue  if  any  of  the  deposits  or  loans  were  disturbed. 


1.     A.  C.  Flagg  to  N.  S.  Benton,  2k  Feb.,  183U.  LRC. 
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Flagg  explained 

We  have  $2,800,000  in  all  the  banks: 
of  this  there  is  half  a  million  in  New 
York,  about  the  same  in  Troy,  and  $1*00,000 
in  Albany--  and  the  country  banks  have 
ol.UOO.OOO  or  thereabouts.*   The  loans 
are  in  thirty-six  banks  and  pretty  well 
spread  over  the  state.     I  should  be  glad 
if  portions  of  the  loans  to  some  of  the 
country  banks  were  in  the  hands  of  those 
who  had  none.     Put  it  would  be  hazardous 
at  this  time  to  attempt  an  equalization. 
We  have  the  interest  on  the  debt,  $50,000 
or  $10C,C00  to  pay  on  the  first  of  April, 
and  we  shall  draw  upon  Troy  and  New  York 
for  this  sum.     For  the  spring  repairs 
about  STjOCO  we  are  drawing  upon  the 
country  banks.     In  all  other  respects 
we  desire  to  let  the  money  remain  where 
the  pressure  round  it...* 

Flagg  explained  to  Silas  bright,  Jr.,  the  former 

Comptroller  and  his  predecessor  in  office,  what  the 

policy  of  the  Commissioners  had  been  from  the  worst 

days  of  the  panic  until  July,  by  which  time  the  Bank 

of  the  United  States  had  reversed  its  policy,  expanded 

its  discounts  and  had  permitted  the  business  community 

to  breathe  freely  once  more.     "We  have  purchased  very 

little  stock  since  January,  and  we  shall  not  purchase 

much  in  these  times:     The  money-changers,  of  course, 

are  very  sensitive  on  this  point,  and  wish  us  to  stop 

short;  we  are  disposed  to  k«ep  quiet  and  favor  them~ 

as  much  as  we  can...." 


1.     Flagg  to  N.S.Benton,  2k  peb.,  183U.  LRC;  S.C.Jones, 
to  I  &  J  Townshend,  19  March,  18314T~A".  Cutler  to 
I  *  J  Townshend,  k  March,  183U.  Townshend  Papers, 
(italics  are  mine). 


2.     Flagg  to  Silas  Wright,  Jr.,  Ik  July,  183U.  Flagg  Pps. 
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For  all  of  Flagg's  contempt  for  the  "money-chang- 
ers," he  saw  many  of  the  issues  of  the  day  just  as  they 
did.     Robert  White,  Cashier  of  the  3ank  of  Manhattan 
Company,  heartily  endorsed  the  policy  that  the  Com- 
missioners adopted  towards  the  banks  during  the  panic, 
"Under  the  present  warfare  carried  on  by  the  bank  and 
its  Dresses  and  incendiary  publications,"  White  de- 
clared, the  Commissioners  would  do  well  to  avoid  "call- 

1 

ine  on  the  banks  for  either  deposits  or  debts.  This 
recommendation  fully  accorded  with  the  accepted  policy 
of  the  Commissioners  for  the  duration  of  the  panic. 

The  Cashier  of  the  Bank  of    Manhattan  Company 
and  the  Comptroller  aereed  completely  that  the  Bank 
of  the  United  States  abused  and  oppressed  local  banks 
in  New  York.     The  banker  called  on  the  national  govern- 
ment to  aid  its  "friends,"  the  state  banks,  by  abruptly 
ending  its  patronage  of  the  national  bank.    White  ex- 
plained the  financial  crisis  to  Flagg  in  a  letter  in 
July,  1833: 

Money  has  become  very  scarce,  and 
no  one  can  satisfactorily  account 
for  it.     There  is  no  export  or  de- 
mand for  specie  from  abroad.  The 
branch-/of  the  Bank  of  the  United 
Staters/  here  draws  specie  from  the 
banks  weekly.    Yesterday  the  state 
banks  were  called  on  for  $200,000 
and  the  same  course  will  be  pursued 
until  the  administration  protect 


1.     Robert  White  to  A. C. Flagg,  22  Feb.,  1831;.  NYHS. 
(Italics  are  White's).   
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their  friends  and  take  the  power 
from  their  enemy.     Let  the  deposits 
be  withdrawn  and  they  are  as  harm- 
less and  dependent  as  any  little 
bank  in  the  country,... 

Flagg  not  only  was  in  complete  agreement  with 

White,  but  yielded  to  the  temptation  to  reinforce  the 

banker's  argument  with  additional  data.     As  he  viewed 

the  situation,  he  saw  that  businessmen,  and  especially 

importers,  could  only  pay  their  large  revenues  to  the 

Federal  Government  because  of  the  facilities  that  they 

derived  "for  doing  so  from  the  state  banks...."  Such 

revenues  amounted  annually  to  about  $1t,C0C,CCC,  the 

Comptroller  declared,  and  once  paid,  they  immediately 

came  under  the  "control  and  management"  of  half  a 

dozen  men,  officials  of  the  National  Bank,  "who  have 

no  feelings  or  sympathy  in  common  with  the  men  who 

are  called  upon  to  pay  this  revenue."     Flagg  judged 

the  "movement. ..in  relation  to  the  removal  of  the 

deposits  on  the  part  of  the  /national/  government" 

as  the  quintessence  of  Justice,  because  the  av-wed 

purpose  of  the  "mammoth  bank"  was  "to  cripple  the 

local  banks  and  to  dry  up  the  very  business  from 

2 

which  the  government  derives  its  revenues...." 

When  Flagg  suggested  a  plan  providing  for  an 


1.  Robert  White  to  A. C. Flagg,  6  July,  1633.  Flagg  Fps. 

2.  A. C. Flagg  to  Robert  White,  11  Aug.,  1833.  Flagg  Pps. 
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arrangement  whereby  the  state  banks  would  take  over 
the  services  that  the  National  Bank  had  performed  for 
the  government  since  I81r ,  his  plan  paralleled  closely 
the  ideas  entertained  by  eminent  state  bankers  on  the 
same  subject  at  the  same  time.     Flagg  urged  cooperation 
among  state  banks,  normally  rivals  in  business,  for 
the  purpose  of  demonstrating  that  by  their  joint  ef- 
forts they  could  perform  all  the  functions  of  the  Bank 
of  the  United  states,  thereby  making  the  national  bank 
unnecessary  and  destroying  a  major  argument  of  support- 
ers of  the  Bank  of  the  United  States,  who  contended 
that  the  institution  was  indispensable  to  the  national 
economy.*    Thomas  Ellicott,  of  the  Union  Bank  of  Mary- 
land in  Baltimore,  in  a  letter  to  George  Newbold,  Presi- 
dent of  the  Bank  of  America  in  New  York  City,  drew  the 
broad  outlines  of  a  plan  similar  to  Flagg1 s.  Ellicott 
wrote: 

It  strikes  mo  that  the  banks  in 
Boston,  New  York  and  Philadelphia 
and  Baltimore  who  receive  the  pub- 
lic monies  ought  to  confer  together 
and  unite  in  setting  a  system  upon 
which  they  can  cooperate  with  each 
other  in  realizing  the  wishes  of 
the  Treasury  Department ...  to  consider 
how  far  by  uniting  together  they  can 
become  the  primary  banks  of  the  govern- 
ment for  the  management  of  the  whole 
fiscal  concerns  of  the  treasury.... 


Ibid. 

Thomas  Ellicott  to  George  Newbold,  IS  Oct.,  1833. 
Newbold  Ppa.,  NYHS. 
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Ellicott  agreed  with  Place;  on  the  desirability 
for  such  cooperation  among  the  state  banks,  and  agreed, 
too,  that  a  major  objective  of  his  proposal  was  to 
"satisfy  the  public  that  the  Bank  of  the  United  States 
can  neva*  be  necessary, • 

Men  like  George  Newbold  and  Robert  White,  "anxious 

to  enjoy  the  golden  harvest  growing  out  of  the  use  of 

the  national  deposits,"  could  not  wait  patiently  "the 

death  of  their  great  rival  for  the  fruition  of  their 
„2 

hopes....        Thanks  to  Andrew  Jackson,  they  did  not 
have  to  wait  longer  than  the  first  of  October,  after 
which  the  federal  deposits  in  the  possession  mounted 
rapidly.'     Such  men,  however,  were  embarrassed  by  the 
fact  that  the  receipt  of  the  deposits  by  state  banks 
coincided  with  the  onset  of  the  panic.     They  felt 
compelled,  therefore,  to  speak  out  on  the  causes  of 
the  panic  fest  It  be  attributed  to  the  transfer  of  de- 
posits to "the  state  banks.     When  they  did,  they  explained 
the  prevailing  economic  difficulties  in  much  the  same 


1.  Thomas  Ellicott  to  the  President  or  Cashier  of  the 

Bank  of  America,  29  Oct.,  1633.  Newbold  Fps. 

2.  Hammond,  History  of  Political  Parties...,  II,  k3k* 

3.  At  the  end  of  the  3rd  quarter,  neither  bank  had 

any  federal  funds  deposited  with  it;  at  the  end 
of  the  Uth  quarter  over  two  million  dollars  of 
federal  funds  were  deposited  in  the  Manhattan 
Bank  and  almost  one  and  a  half  million  in  the 
Bank  of  America. "Statement  of  Cash  to  the  Credit 
of  the  Treasurer  of  the  United  States  in  the 
Several  Banks,  3d  Sept.,  1833,  31  Dec,  1833." 
Exec.Docts.,  2d  Sess.,  23  Cong.,  Doc. Ko. 110, 
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way  that  Flagg  and  his  fellow  Commissioners  of  the 
Canal  Fund  did.     Newbold  maintained  that  the  constant 
agitation  of  the  removal  question  by  partisans  of  the 
Bank  had  created  a  feeling  of  uncertainty  and  a  loss 
of  confidence  aoong  businessmen  and  disrupted  the 
course  of  business  activity.    The  purpose  of  this 
agitation,  he  declared,  was  to  keep  the  question  of 
the  renewal  of  the  charter  of  the  United  States  Bank 
before  the  people,  and  he  insisted  that  "it  is  one  of 
the  principal  causes  and  perhaps  the  greatest  of  the 
present  difficulties  and  embarrassments  in  the  com- 
mercial community. . . ."     Newbold  flatly  declared  that 
the  "money  stringency"  and  the  resultant  hard  times 
was  Biddle's  way  of  forcing  renewal  of  the  charter 
of  the  Bank  on  the  nation,  and  he  had  little  doubt 
that  Biddle's  maneuver  would  end  in  failure.* 

Newbold1 s  indictment  against  the  Bank  was  simi- 
larly advanced  by  John  A.  Dix  and  Comptroller  Flagg. 
Flagg  accused  the  whi^s  of  crying  up  the  panic  in  order 
to  bring  about  a  recharter  of  the  bank,     "...the  federal 
merchants  cry  distress  to  accommodate  the  aristocracy  • 
and  get  a  charter,"  -wrote  the  Comptroller;  and  like 
Newbold,  he  was  convinced  that  the  cry  was  a  piece  of 
calculated  strategy  designed  to  help  them  achieve  their 


1.    George  Newbold  to  Thomas  Cumming,  17  Jan.,  l&3k» 
Newbold  Pps. 
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objective.     "They  may  carry  their  distress  manufacture 
as  far  as  they  please;  our  folks  will  bear  it  until 
the  getters-up  of  the  panic  will  rue  the  day  they  en- 
listed," continued  the  Comptroller.     Then,  like  the 
banker,  he  turned  his  attention  to  the  group  that 
he  felt  was  hit  hardest  by  the  panic.     "All  the  men 
who  have  done  a  fair  business  are  easy  and  safe,"  he 
explained,  but  "for  the  speculators  and  monopolists, 
the  tirr.es  are  hard.     Although  intended  for  evil,  the 
pressure  will  have  a  post-salutary  and  purifying  effect..." 
Among  other  things,  he  pointed  out,  the  pressure  "is  a 
cure  for  stock  gambling. . . ."* 

At  times  it  appeared  as  if  the  Secretary  of  State, 
John  A.  Dix,  a  Commissioner  of  the  Canal  Fund,  could  not 
make  up  his  mind  if  a"pressure  and  panic"  existed  at  all. 
To  acknowledge  that  a  "pressure"  existed,  seemed  to  Dix 
like  conceding  that  some  evil  had  grown  out  cf  the  ad- 
ministration's removal  of  the  deposits  from  the  Bank 
of  the  United  States;  denying  that  a  keen  stringency 
existed  in  the  money  market  may  have  seemed  like  fly- 
ing in  the  face  of  the  truth,  but  with  proper  qualifi- 
cations, he  discovered  that  even  this  argument  could 
be  advanced  with  impunity.    Within  a  period  of  less 
than  a  week,  Dix  both  affirmed  and  denied  that  a 


1.     Flagg  to  Silas  <-Yight,  Jr.,  II4.  July,  163U.  Flagg  Pps. 
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"pressure"  existed;  but  in  both  instances,  he  managed 
to  reach  conclusions  that  bankers,  like  White  and  New- 
bold,  approved  and  with  which  his  colleague,  Comptroller 
Flagg,  could  readily  agree.    When  he  admitted  that  a 
"pressure"  existed,  he,  like  Plagg,  pointed  out  that 
it  was  "probably  confined  to  those  who  have  been  en- 
gaged in  engrossing  something  or  other, . .dealers  in 
stock,  who  have  been  caught  with  large  quantities  on 
their  hands,  and  to  engrossers  who  have  extended  them- 
selves upon  credit."^    When  the  Secretary  of  State  took 
the  opposite  view  and  wrote  to  Martin  Van  3uren  that 
"we  are  under  the  influence  of  nothing  in  the  shape 
of  panic  or  pressure  here...."    He  denounced  those 

of  the  opposition  who  cried  havoc  and  condemned  stock 

2 

speculators  again,  as  Newbold  and  Plagg  had  done, 

Dix  was  willing  to  recognize  that  the  speculative 
elements  could  be  found  in  his  own  party.     There  is  no 
shortage  of  evidence  that  the  same  element  existed  in 
the  Whig  ranks  also.     Philip  Hone,  former  Mayor  of  New 
York,  an  eminently  successful  merchant  and  Whig,  made 
frequent  entries  in  his  Diary  at  this  time  concerning 
the  relationship  of  the  removal  of  the  deposits  and 
the  prevailing  "pressure."    He  held  that  their  removal 


1.  Dix  to  Silas  Wright,  Jr.,  11  Feb.,  183U.  Flagg  Pps. 

2.  Dix  to  Martin  Van  Buren,  16  Feb.,  Flagg  Ppg. 


was  an  "unadvised  and  arbitrary  step  of  the  president,*1 
that  it  "occasioned  a  collision  between  the  branches 
of  that  institution  and  the  state  barks . . .producing 
an  awful  scarcity  of  money  with  immediate  distress 
and  melancholy  forebodings  to  the  merchants  and 
others  who  require  credit  to  sustain  them. stocks 
have  fallen  prodigiously .. .Money  cannot  be  obtained 
at  7%  on  bonds  and  mortgages . .My  share  of  punishment 
amounts  to  $2C,00Q  which  I  have  lost  by  the  fall  of 
stock.... "      Interestingly  enough,  Hone  viewed  the 
struggle  as  one  waged  between  the  "friends  of  the  U.S. 
3ank  on  the  one  side,  and  the  whole  army  of  Jackson  men 
together  with  friends  of  the  pet  banks  on  the  other;" 
certainly,  it  seems  clear  that  the  Jackson  men  who 
served  as  Commissioners  of  the  Canal  Fund,  in  their 
administration  of  the  Fund  in  163k  t  were  "friends  of 
the  pet  banks"  and  administered  the  Canal  Fund  accordingly. 


1.  Philip  Hone,  Diary,  VII,  288,  3U0-1.  (Nov.16,  1833, 

30  Dec,  loJTTTMss.  Copy,  NYHS;    Allan  Nevins , 
ed.,  The  Diary  of  Philip  Hone,  I,  106-7. 

2.  Philip  Hone,  Diary,  VII,  340-1. 
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CHAPTER  VII 

The  Car.al  ?und  an^  Vqtural  Disaster:     the  Great 
:        r'lre  5T 

following  the  great  fire  of  1835  in  New  York 
City,  businessmen  who  looked  back  at  the  preceding 
decade? ,  must  have  been  made  keenly  aware  of  the 
tradition  that  assigned  to  the  state  an  important 
function  In  furthering  economic  development  within 
its  borders.     Hence,  when  they  raised  the  cry  for 
public  aid  after  the  fire,  they  did  so  secure  in  the 
belief  that  they  were  proposing  nothing  especially  new 
or  3tartlinc.     The  cries  for  relief  were  so  persistent 
and  vigorous  that  the  state,  the  municipality,  and 
even  the  national  government  eventually  responded 
with  measures  designed  to  restore  the  favorable  con- 
ditions of  economic  development  that  had  prevailed 
In  the  city  before  they  were  altered  so  abruptly  and 
drastically  by  the  fire.     Fears  that  the  disaster 
might  have  state-wide,  if  not  nation-wide,  reper- 
cussions, combined  with  an  historical  tradition  of 
public  intervention  in  the  economic  life  of  the  com- 
munity, accounted,  in  part,  for  the  success  that  the 
clty»s  businessir2n  achieved  in  gaining  varied  kinds 
of  public  support  for  economic  recovery. 

Inevitably,  the  state  administration  considered 
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using  the  resources  of  the  Canal  Fund,  which  by  this 
tine  had  become  an  established  instrument  of  economic 
development ,  as  a  means  of  aiding  the  city.  Initially, 
the  Commissioners  of  the  Canal  Fund  planned  to  make 
lartre  use  of  the  fund's  resources,  only  to  discover 
that  the  inhabitants  of  the  Chenango  Valley  and  people 
who  lived  along  the  Erie  Canal  strenuously  objected 
to  their  proposal  because  of  purely  regional  interests. 
In  response  to  these  objections,  the  administration 
had  to  alter  its  original  plan,  curtail  the  amount  of 
aid  that  it  finally  furnished  to  the  city,  and  even 
disguise  the  methods  by  which  it  finally  succeeded 
in  siphoning  some  of  the  Canal  Fund's  resources  into 
the  city. 

The  fire  that  swept  through  the  heart  of  the 
commercial  and  mercantile  area  of  the  City  of  New  York 
on  the  night  of  December  16,  1835,  burned  with  an  awe- 
some ferocity  and  lit  tip  the  skies  so  brightly  that 
the  glow  was  seen. seventy-five  miles  away  in  Pough- 
keepsie.     The  flames  roared  through  fifty-two  acres 
of  the  business  district,  consuming  warehouses,  stcres, 
offices  and  some  residences.    They  drove  firemen  be- 
fore them,  who  surrendered  block  after  block  of  busin- 
ess and  residential  buildings  to  destruction.  Volunteer 
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firemen  poured  into  the  city  from  Newark,  Brooklyn, 
Jersey  City,  Elizabethtown  and  Philadelphia,  and 
Joined  force*  with  ?Jew  Yorkers  who  labored  through 
the  night  into  the  next  day  using  water  and  explosives 
in  order  to  extinguish  the  flaxes.     Merchants  made 
vain  efforts  tc  rescue  their  goods,  but  usually  with 
no  success.    A  group  of  young  men  struggled  to  save 
from  destruction  the  statue  of  Alexander  Hamilton, 
erected  earlier  that  yearin  front  of  the  Merchants 1 
Exchange,  tut  they  also  failed.     Almost  a3  a  symbol 
cf  the  hopes  of  the  city's  business  community , the 
statue  was  enveloped  by  the  flames  and  destroyed. 

The  destructiveness  of  the  fire  recalled  the 
burning  of  Moscow  in  1812  and  the  Great  Fire  of  London 
in  1666.    The  city  was  left  in  "one  conspicuous  heap 
of  smouldering  ruin",  declared  one  newspaper,  and  losses 
were  estimated  at  between  $18,CC0,CCC  and  $20,000,000. 
Messages  cf  sympathy  poured  into  the  city  from  points 
as  distant  as  London  and  as  close  as  Brooklyn.    A  meet- 
ing in  Albany,  called  to  demonstrate  upstate  sympathy 
for  the  stricken  community,  was  told  that  the  fire 
would  have  fa"r-reaching  effects  on  trade,  commerce 
and  business  throughout  the  entire  nation.    At  a  similar 
meeting  held  in  Boston's  Faneuil  Hall,  the  fire  was 
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described  as  a  "national  calamity. 

The  outcry  of  the  city's  officials  and  business- 
men for  public  relief  began  even  before  the  smoke  had 
completely  cleared  and  was  directed  towards  the  state 
and  national  governments.     It  was  an  outcry,  however, 
that  centered  on  the  plight  of  the  business  community, 
which  found  itself  faced  with  a  sudden,  almost  incred- 
ible, change  in  its  prospects.     In  a  matter  of  months, 
following  the  Panic,  the  pace  of  business  in  New  York 
had  quickened,  producing  a  sense  of  optimism  among 
businessmen  and  a  feeling  of  dawning  prosperity  that 
promised  to  multiply  opportunities  both  for  individuals 
and  for  the  community  as  a  whole.     But  what  a  change 
had  taken  place  by  the  17th  of  December!     "What  blighted 
prospects!     What  disappointed  hopes!"  commented  Fhllip 
Hone  in  his  Diary.     The  ruin  of  merchants  and  manufac- 
turers, his  own  losses  and  those  of  his  son,  evoked  in 
this  urban  aristocrat  a  sense  of  esteem  for  himself  and 
his  class.    Businessmen  were  ruined,  he  felt,  because 
they  customarily  bore  such  great  responsibilities;  far 
more  fortunate  were  the  poor  by  comparison,  for  if  they 


1.    Nevins,  Allen,  ed.,  Diary  of  Philip  Hone  (N.Y. ,  1927), 
If  3U5-55;  Mew  York  Commercial  Adverflser,  17,  18 
December,  lfrj?;  I.YS.  Ass.Docts.,  5V  Sess.,  I,  Doc. 
No. 7  (  1836);  New  York  City,  Bd.of  Assts.,  Poets. , 
II,  Doc.  No. 53;  U.S. Cong. ,  House  Documents,  2% 
Cong.,  2  Sess. , Doc. No. 25;  Wall,  Alexander  J., 

"The  Great  Fire  of  1835,"  Quar.Bull.of  the  New 
York  Hlst.Soc,  XX,  3-22.  ' 
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were  burned  out  and  exposed  to  the 
inclemency  cf  the  biting  blasts  of 
winter,  a  good  fire,  a  warm  bed,  and 
plenty  to  eat  and  drink  as  temporary 
relief  would  rake  them  as  well  off  as 
before.     'Take  nothing  from  nothing 
and  nothing  remains.1 

Relief  for  business,  therefore,  as  far  as  leading 
citizens  cf  the  city  were  concerned,  outweighed  all 
other  considerations  when  the  community  turned  to  the 
state  and  the  national  government  for  aid,  and  .city 
officials,  bankers,  brokers,  manufacturers  and  mer- 
chants, who  met  on  the  19th  of  December  for  the  pur- 
pose of  mapping  a  course  of  recovery,  operated  on  the 
basis  of  this  assumption. 

None  of  the  leaders  of  the  community  who  attended 
this  meeting  had  to  be  told  that  immediate  action  was 
urgent.     They  organized  themselves  rapidly  and  efficient- 
ly into  committees  and  sub-committees,  drafting  men  of 
stature  and  recognized  leadership  from  among  them  to 
present  their  claims  for  aid  in  Washington  and  Albany. 
Albert  Gallatin  and  Louis  McLane,  both  ex-Secretaries 
of  the  Treasury,  who  were  by  this  time  conspicuous  in 
the  business  community,  along  with  the  merchant  and 
Mayor  of  the  City,  Cornelius  Lawrence,  as  well  as  others, 
were  assigned  to  the  committee  for  soliciting  aid  in 
Washington.     What  these  gentlemen  were  supposed  to  ac- 
complish in  Washington,  Philip  Hone,  ex-Governor  Throop 
and  others  were  expected  to  do  in  Albany. 


1.     Hone,  Philip,  Ms. Diary,  XI,  159-60. 
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The  business  community  believed  that  it  was  reason- 
able and  proper  for  the  state  and  the  national  govern- 
ment to  assist  it  ani  that  they  had  the  capacity  to  do 
so.    Mayer  Lawrence,  speaking  for  the  committee  seeking 
aid  from  Washington,  pointed  to  the  large  economic  power 
that  the  national  government  exercised  through  its  con- 
trol of  the  tariff  and  to  the  resources  of  the  national 
treasury  as  evidence  that  it  had  the  means  at  its  dis- 
posal to  ease  the  burdens  of  New  Yorkfs  businessmen 
and  especidly  of  its  importers.     Concentrating  on 
assistance  for  the  city!s  importers,  who  customarily 
posted  bends  in  lieu  of  immediate  payment  of  duties, 
the  Mayor  likened  the  city  to  a  "suffering  debtor"  who 
turned  to  his  mere  "fortunate  creditor,"  the  national 
government,  in  his  hour  of  need.    Lawrence  asked  that 
the  government  grant  importers  additional  time  to  pay 
their  duties,  and  recommended,  somewhat  later,  that 
the  Treasury  return  such  duties  to  importers  that  had 
been  collected  on  goods  destroyed  in  the  fire.  That 
the  "creditor"  was  indeed  fortunate  was  no  secret;  it 
was  common  knowledge  that  the  national  debt  had  dis- 
appeared beneath  an  avalanche  of  revenues.    Under  these 
circumstances,  the  Mayor  seized  the  opportunity  to  re- 
define the  nature  and  purpose  of  the  government  of  the 
United  States.    The  national  government,  Lawrence  ex- 
plained, was  "a  large  capitalist,  with  an  overflowing 
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treasury. . .whose  duty  it  is  to  promote  the  welfare  and 

prosperity  of  the  people...."* 

Importers  like  Moses  Taylor  were  satisfied  with 

the  Mayor's  presentation  of  their  case.     "An  extension 

of  time  is  not  what  is  required  by  our  merchants,  but 

what  they  feel  to  be  due  them/'  Taylor  declared,  and 

insisted  that  it  would  be  a  "mere  act  of  justice"  for 

the  Treasury  to  return  duties  that  merchants  had  paid 

2 

on  goods  destroyed  in  the  fire. 

Suggestions  for  aid  by  the  national  government 
appeared  in  other,  more  controversial,  forms.  Congress- 
man C.  C.  Cambreleng  urged  that  local  banks  in  Kew  York 
City  be  permitted  to  retain  deposits  of  the  national 
government  for  a  minimum  period  of  twelve  months  in 
order  to  allow  the  banks  to  expand  their  accommodations 
to  their  customers.     In  this  way,  the  Congressman  pro- 
posed to  hasten  the  resumption  of  normal  business  activity. 
Cambreleng* s  proposal  took  on  a  bipartisan  cast  when 
Daniel  Webster,  who  was  highly  esteemed  by  the  Whig 
merchants  of  New  York  City,  advanced  a  suggestion  along 
the  same  lines. ^    Bipartisan  or  not,  Secretary  of  the 


1.  U.S. Cong. ,  Rouse  Exec. Poets.,  II,  2k  Cong.,  2  Sess., 

Doc.  Ko.jjlf  V. 

2.  Moses  Taylor  to  Gideon  Lee  (Congressman),  28  Dec, 

1835.    Letterbooks,  IV,  Moses  Taylor  Pps. ,  KYPL. 

3.  Congressional  Globe,  2k  Cong.,  1  Sess.,  Ill,  5U. 
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Treasury  Woodbury  rejected  the  plan.    Ke  called  it 
"prejudicial"  to  the  banking  policies  of  the  adminis- 
tration, and  especially  undesirable  because  it  "com- 
promised the  dignity  and  character  of  a  great  nation" 
by  advocating  the  use  of  treasury  funds  "for  the  pur- 
pose of  either  building  up  or  increasing  the  credit 
of  any  institution."1 

3y  his  suggestion,  Canbreleng  succeeded  momen- 
tarily in  rekindling  the  old  antagonisms  involving  the 
Bank  of  the  United  States  that  hed  smoldered  since  the 
Panic  of  183L.     Supporters  of  the  Bank  denounced  his 
proposal  as  a  subtle  device  for  "recognizing  the  legality 
of  the  control  assumed  by  the  President  over  the  depos- 
its."   On  the  contrary,  declared  the  sympathetic  Journal 
of  Commerce,  Cambreleng  was  "honestly  and  generously 
laboring  to  «->rve  the  city."    He  was  "mixing  up  his 
nasty  politics-   in  the  urgent  matter  of  relief,  re- 
torted Philip  ?ione  In  anger.     Politics, for  the  moment, 
obscured  the  larger  issue.     "If  party  rancor  had  burned 
in  this  fiendish  manner  either  at  Albany  or  Washington, 

no  measure  of  relief  would  have  been  adopted  at  either 

2 

place, 9  the  Journal  of  Commerce  commented. 


1.  New  York  Evening  Post,  7  Jan.,  1836;  Reuben  Whitney 

to  George  Newbold,  Newbold  Pps.,  NYHS. 

2.  New  York  Evening  Post,  7  Jan.,  1836;  New  York  Journal 

of  Commerce,  17  Feb". ,  I836;  Diary  of  t hi  lip  Hone,  H, 
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Despite  John  C.  Calhoun's  warning  against  estab- 
lishing a  precedent  that  would  make  the  national  govern- 
ment the  "general  insurer  for  all  losses,  whether  of  an 
agricultural,  commercial,  or  manufacturing  community" 
and  against  granting  to  New  York  City  "precedence"  over 
other  ports  of  the  Union,  Congress  passed  two  acts  for 
the  benefit  of  the  city's  importers.     It  authorized  the 
Treasury  to  remit  duties  on  imports  that  had  been  des- 
troyed in  the  fire,  and  it  extended  the  time  by  which 
importers  were  required  to  pay  their  duties.* 

The  characteristics  of  a  "great  capitalist", 
which  K.ayor  Lawrence  had  attributed  to  the  national 
government,  were  startling;  but  closer  to  home,  citi- 
zens of  Utica  were  especially  impressed  by  the  "CREATIVE 
SKBROIES  OF  THE  STATE,"  which  they  advised  the  Legis- 
lature to  muster  for  the  "relief  of  the  suffering 


1.     Cong. Globe,  2k  Cong.,  1  Sess.,  96,  102;  tT.  S  .Statutes- 
at. large,  2k  Cong.,  1  Sess.,  Ch.XLII;  o  Cong. ,  2 
Sess.,  ftn  CLXXIV.     Importers  were  quick  to  avail 
themselves  of  the  assistance  which  these  acts  pro- 
vided.   By  December,  1636,  the  Collector  of  New 
York  Port  recorded  that  importers  had  renewed  more 
than  a  million  dollars  worth  of  bonds.  Merchants 
who  had  suffered  damage  in  the  fire  accounted  for 
more  than  $900,000  of  these  renewals.     The  remain- 
der represented  renewals  by  bondholders  whom  Cong- 
ressman Graves  of  Kentucky  had  sought  to  deny  any 
government  aid  at  all.    These  were  importers  who 
had  suffered  no  direct  injury  from  the  fire,  and 
for  whom  aid  could  be  Justified  only  on  the  grounds 
that  they  could  use  additional  credit  to  help  re- 
plenish the  total  supply  of  imports  in  the  city. 
See  U.S. Sen. Documents ,  Vol.2,  2k  Cong.,  2  Sess., 
Doc.  K0.4V,  2. 
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citizens  of  New  York  City."    At  a  public  meeting,  these 
citizens,  whose  commercial  ties  with  the  "great  empor- 
ium" were  many,  recommended  several  measures  for  state 
aid  to  the  city.     They  urged  "liberal  appropriations 
to  improve  /£he  city's7  commercial  facilities,  the  ex- 
tension and  creation  of  loaning,  trust  and  banking 
privileges,  or  a- Judicious  loan  of  the  credit  of  the 
State  to  Ahe  city's?  moniec  institutions  and  suffer- 
ing citizens,"1 

Ex-Gcvemor  Throop  Justified  proposals  of  this 
kind,  arguing  that  they  constituted  part  of  a  long 
tradition  that  reached  back  to  the  earliest  days  of 
the  state.     In  the  past,  Thrcop  correctly  declared, 
the  Legislature  had  assisted  individuals  and  companies 
engaged  in  "laudable  enterprises;"  in  depression  years-- 
1782,  1783,  1808—  he  noted,  the  state  had  made  direct 
loans  to  farmers.     Hence,  the  ex-Governor  concluded 
that  the  state's  obligation  to  aid  the  city,  in  keep- 
ing with  its  established  traditions,  was  inescapable. 
He  declared  that 

if  pecuniary  embarrassments  brought 
upon  the  country  by  an  adverse  course 
of  business;  if  inability  to  conduct 
to  a  successful  issue  individual  enter- 
prises tending  to  the  public  benefit 
have  been  deemed  adequate  inducement 
to  the  legislature  to  grant  the  arm 
of  the  treasury  to  their  relief;  we 


1.    NYC.  Board  of  Assistants,  Documents,  II,  Doc. No. 58, 
500-502.   


should  r.ct  entertain  a  doubt  that 
the  sane  Dower  will  extend  similar 
aid  to  this  city.1 

Philip  Hone,  chosen  to  head  the  Committee  on 
State  Relief,  prepared  himself  for  the  assignment  by- 
touring  insurance  companies  and  interviewing  their 
officers.     Hone's  purpose  was  to  establish  the  true 
conditions  of  the  companies  as  far  a3  he  possibly  could, 
to  determine  how  and  to  what  extent  their  assets  could 
be  distributed  to  necessitous  businessmen,  and,  in  add- 
ition, to  ascertain  in  what  manner  the  companies  could 
be  assisted  to  remain  in  business  and  provide  the  com- 
munity with  sufficient  protection  30  that  it  could  re- 
sume its  normal  business  activities  in  an  atrcosphere 
of  confidence. 

There  was  no  question  that  the  companies  had 
exceeded  by  far  all  reasonable  limits  in  issuing  in- 
surance, but  Hone's  committee  steered  clear  of  this 
sensitive  subject.    On  the  contrary,  when  the  Committee 
reached  Albany,  it  urged  instead  that  the  time  was  ripe 
to  assist  the  city  by  assisting  the  insurance  companies. 


NYC.  Bd.  of  Assts.,  Poets. ,  II,  Doc. No. 53,  U08. 
Apparently,  thi3  kind  of  reasoning  was  widespread. 
iIie  New  York  Commercial  Advertiser  of  January  19, 
1336,  declared  that  "it  is  as  much  the  interest 
and  duty  of  government  to  extend  its  succour  towards 
such  of  its  citizens  as  have  been  subjected  to  some 
great  and  unparalleled  disaster  as  it  is  to  pro- 
mote the  sciences,  advance  agriculture,  promote 
manufactures,  or  protect  commerce. " 
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The  committee  recommended  legislation  that  would  facili- 
tate the  distribution  of  the  assets  of  insolvent  com- 
panies and  would  authorize  the  city  to  borrow  so  that 
it  could  assume  the  bonds  and  mortgages  in  which  the 
companies  had  invested.     It  proposed  additional  legis- 
lation which  would  enable  companies  to  resume  business 
as  soon  as  they  acquired  new  capital;  but,  fearful  that 
such  an  arrangement  would  not  provide  the  city  adequate- 
ly with  insurance  coverage,  the  committee  also  recommended 
that  all  laws  prohibiting  foreign  insurance  companies 
from  conducting  business  in  the  state  be  repeated.* 

Governor  Marcy,  Comptroller  Flagg,  and  the  Sec- 
retary of  -State,  John  A.  Dix,  convinced  Hone  and  his 
Committee  that  the  administration  was  "disposed  to 
do  everything  consistent  with  its  duty  for  the  relief 
of  the  sufferers  in  ITew  York.        Hone's  judgment  of 
the  administration's  intentions  was  confirmed  by 
Governor  Karcy's  message  to  the  legislature  in  which 
he  approved  all  the  committee's  recommendations  except 
the  one  that  favored  lifting  prevailing  prohibitions 
against  the  operations  of  foreign  insurance  companies 
in  New  York  State.     The  Governor  found  the  committee's 


1.  A  more  detailed  account  of  the  committee's  recom- 

mendations may  be  found  in  NYS.  Ass. Doc ts. ,( 1836) , 
X,  #3,  5-8.   

2.  Diary  of  Philip  Hone,  XI,  156-7. 
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reasoning  for  assisting  the  companies  persuasive;  he 
stressed  that  businessmen  were  afflicted  with  a  "p 
culiar  uneasiness*1  when  forced  by  circumstances  to 
conduct  their  activities  without  sufficient  insurance 
coverage,  as  the  committee  maintained.  .Taroy  urged,  too, 
as  did  the  Committee,  the  great  necessity  for  "an  in- 
crease of  capital  in  the  city  to  enable  the  commercial 
community  "to  sus tain. .. the  pressure  caused  by  their 
heavy  losses."1 

"An  excellent  paper, "  declared  Hone,  who  inci- 
dentally had  suffered  considerable  loss  as  a  holder  of 
stock  in  an  insurance  company.     "There  is  no  shrinking 
from  Responsibility,"  the  ex-merchant  declared;  "the 
measures  of  relief  to  be  adopted  are  exactly  what  they 
ought  to  have  been."     Hone's  wholehearted  approval  is 
easily  understood  in  the  light  of  the  fact  that  the 

bulk  of  the  Governor's  recommendations  to  the  Legis- 

2 

lature  were  Hone's  own. 

The  Legislature  indicated  its  agreement  with 
the  Governor's  recommendations  by  enacting  them  into 


1.  TsYS.  Ass. Poets. ,  59  Sees., (1836),  I,  #3,  1-3. 

2.  Hone  was  the  author  of  the  "Communication  of  the 

New  York  Committee"  as  his  Diary  indicates;  and 
the  language  that  the  Governor  used  in  his  Message 
corresponds  closelv  to  Hone's  original  wording. 
Diary  of  Philip  Hone,  XI,  172-9;  156-7. 
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law.    Arrangements  for  facilitating  the  distribution 
of  the  assets  of  insolvent  companies,  for  enabling 
companies  to  resume  business  after  collecting  new 
capital,  and  for  authorizing  the  city  to  borrow  in 
order  to  assume  bonds  and  mortgages  held  by  the  in- 

1 

surance  companies  quickly  received  legislative  approval. 

!:o  contemporary  New  Yorker  would  have  maintained 
that  the  state* s  "creative  energies"  had  been  thorough- 
ly exploited,  however,  without  resorting  to  the  revenues 
of  the  Canal  Fund.     Even  Hone  probably  had  the  Canal 
Fund  in  mind  when  he  recommended  to  the  C-ovornor  that 
the  "public  deposits"  be  made  the  basis  for  expanding 
the  resources  of  the  banks  of  New  York.    It  is  not  sur- 
prising, therefore,  that  within  a  week  of  the  fire,  the 
Comptroller  informed  Robert  White  that  the  Commissioners 
of  the  Canal  Fund  were  in  the  process  of  formulating  a 
general  policy  with  respect  to  the  "recent  great  calamity 
to  the  citizens  of  New  York."    Flagg  declared  that  the 
Commissioners  proposed  to  "make  every  arrangement  in 
their  power  to  relieve  the  city  from  embarrassment"  and 
would  use  the  credit  of  the  state  for  expanding  the 


1.    KYS.  Laws,  Ch.  3,  2k.  59  Sess.    The  City  of  New  York 
was  authorized  to  float  a  fire  loan  of  $6, COO, 000. 
Actually,  it  borrowed  a  little  over  one  million 
and  assumed  that  amount  of  bonds  and  mortgages. 
This  transaction,  constituting  a  kind  of  experi- 
ment in  municipal  banking  from  the  city's  point 
of  view,  proved  to  be  a  profitable  transaction 
as  well  as  a  useful  source  of  relief  to  the  com- 
munity. 


253 


resources  of  the  banks  in  New  York  City.    The  Comptroller 
based  his  plan  on  the  marketability  of  the  state1 s  canal 
stock  and  explained  his  proposed  procedure  in  his  letter 
to  White. 

The  Commissioners  can  issue  $860,000 
of  S/o  canal  stock  redeemable  in  ldhSt  at 
a  premium  of        and  would  deposit  the 
Money  with  banks  in  New  York  at  in- 
terest payable  quarterly  if  they  were 
bidders,  until  the  same" should  be  required 
for  the  Chenango  Canal,  say  12  tc  15  months 
for  the  whole.    They  must,  however,  as  you 
are  aware,  advertise  two  weeks  and  accept 
the  best  offer,1 

That  a  bank-conscious  generation  should  have 
considered  relief  in  terms  of  increased  accommodations 
by  banks  is  understandable  and  may  scarcely  be  regarded 
as  an  idea  originating  exclusively  with  the  Commission- 
ers,    Cambreleng  and  ".'ebster,  for  example,  had  advanced 
such  a  proposal  based  on  the  surplus  revenues  of  the 
national  treasury;  Philip  Kone  seemed  vaguely  in  agree- 
ment that  some  such  mean3  should  be  tried,  and  Gover- 
nor Marcy,  in  his  Message  to  the  Legislature,  acknowl- 
edged that  much  pressure  existed  for  aid  of  this  kind 
to  the  city. 

The  Governor's  recommendation  to  the  Legislature 
for  expanding  the  accommodations  of  banks  in  New  York 
City  was  essentially  an  elaboration  of  the  plan  that 
Flagg  had  outlined  in  his  letter  to  White.  Noting 
that  about  $1,000,000  of  the  surplus  revenues  of  the 


1.    Flagg  to  Robert  Vhlte,  22  December,  1835.  LRC,IIT,287. 
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Canal  Fund  were  already  loaned  to  or  deposited  In  banks 
In  the  city,  Yarcy  proposed  to  double  this  amount  by 
issuing  the  stock  for  the  Chenango  loan  in  Edition 
to  stock  already  In  the  possession  of  the  Commissioners 
and  lending  the  vroceeia  of  these  loan*  to  the  banks. 
Thereafter,  ^arcy  pointed  out,  only  legislation  author- 
izing the  Safety  ?und  banks  to  regard  the  canal  loans 
and  deposits  as  nso  much  increase  of  capital  and  to 
discount  on  it  as  such  for  the  tire  that  they  may  re- 
tain the  loan..."  would  be  r.eeess&rj  to  enable  the 
banks  to  increase  their  accommodations  to  the  public. 
The  Governor  estimated  that  the  banks  In  the  city  might 
increase  their  loans  and  discounts  by  3#  U»  or  possibly 
5  millions  of  dollars  by  means  of  the  nlan  that  he 
suggested,  but  he  proposed  to  leave  the  question  of 
the  amount  of  the  Increase  for  the  Legislature  to 
determine.*  , 

Karcy's  proposal  to  divert  the  revenues  of  the 
Chenango  Canal  loan    to  the  banks  of  !Tev  York  City  was 
as  bold  as  it  was  politically  dangerous.    For  years, 
politics  in  the  Chenango  Valley  had  centered  around 
the  proposed  canal  from  Binghamton  to  Ctlca;  old  politi- 
cal allegiances  were  frequently  disregarded  as  voters, 


1.    NYS.  Ass.Docts.,  59  Sess.(lS36),  I#  #3,  1-3. 
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more  interested  in  internal  improvements  than  in  par- 
tisan loyalty,  flocked  to  the  polls  to  vote  for  a 
genuine  canal  "enthusiast,"^     Vhen,  therefore,  by  1836, 
construction  of  the  Chenango  Canal  was  underway,  but 
proceeding  at  a  cost  that  far  exceeded  the  original 
estimates,  it  seemed  unlikely  that  residents  of  the 
valley  would  look  on  quietly  as  the  revenues  of  the 
3860,000  Chenango  Canal  Loan  were  diverted  to  city 
banks  for  the  purpose  of  rel  ief 

It  took  no  special  political  insight  for  Governor 
"arcy  to  avoid  committing  so  egregious  a  political  error 
as  slighting  the  Chenango  ^anal  interest,  and  this  ex- 
plains the  statement  in  his  Message  which  indicated 
that  his  plan  could  be  implemented  "without  producing 
any  inconvenience  to  the  pecuniary  affairs  of  other 
parts  of  the  state. "^ 

Relief  for  the  city  would  not  impede  the  progress 
in  constructing  the  Chenango  Canal,  according  to  Karcy's 


1.  Francis  Granger  founded  his  political  career  in 

the  Valley  on  such  "enthusiasm,"  and  lured  many 
a  Democratic  vote  in  this  normally  Democratic 
area  to  his  support.    When  Karcy  was  gubernator- 
ial candidate  on  the  Democratic  ticket  in  1833, 
the  Democrats  of  Chenango  County  pledged  their 
support  to  him  only  after  he  pledged  his  support 
to  the  canal.    Hammond,  op.clt . ,  II ,336 ,337,^16, 1+22. 

2.  Whitford,  op.clt. ,  683. 

3.  NYS. Ass. Poets.,  59  Sess.,  (1836),  I,  #3,  1-3. 


plan,  because  the  plan  provided  that  revenues  from  tolls 
collected  on  the  Erie  and  Champlain  Canals  be  used  tem- 
porarily for  the  purpose,  while  proceeds  of  the  Chenango 
loan  were  diverted  to  the  banks  in  the  city.    Would  the 
inhabitants  of  the  Erie  Canal  counties,  however,  speak- 
ing through  their  representatives  in  the  Legislature, 
relinquish  the  use  of  the  canal  tolls  any  more  readily 
than  residents  of  the  Chenango  Valley  were  prepared  to 
surrender  the  revenues  of  their  canal  lean  to  the  Kew 
York  banks.     Marcy  had  words  of  assurance,  insufficient 
as  they  turned  out  to  be,  for  these  counties  also. 
The  ci tyf s"embarrassment" ,  he  explained,  "caused  by 
the  disaster  will  only  be  temporary ,"  suggesting  the 
conclusion  that  the  diversion  of  the  revenues  of  the 
Erie  and  Champlain  canal  tolls  to  the  Chenango  Canal 
would,  therefore,  be  only  temporary  also.* 

There  were  two  reactions  to  the  Governor's  pro- 
posal; both  in  some  measure  involved  an  interpretation 
of  Karcyfs  concept  of  "temporariness."    The  first  re- 
garded the  immediate  financial  problem  raised  by  the 
fire  as  only  incidental  to  the  larger  and  long-range 
question  of  a  shortage  of  capital  and  credit  in  the 
city  and  the  state.    The  second,  which  prevailed  in 


1.     Ibid.,  1-3. 
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the  Erie  Canal  counties,  was  more  concerned  with  the 
matter  of  the  enlargement  of  that  canal  and  how  the 
Governor's  plan  would  affect  this  vital  interest. 

Preston  King,  democratic  representative  in  the 
Assembly  from  St.  Lawrence  county,  was  especially  con- 
cerned with  the  more  general  question  of  the  shortage 
of  capital,  rather  than  with  the  immediate  needs  raised 
by  the  fire.1    King,  assuming  that  the  Governor's  plan 
would  allow  the  banks  to  expand  their  capital,  and, 
hence,  their  loans  for  a  period  of  three  years,  raised 
the  question  concerning  the  difficulties  that  would 
arise  at  the  close  of  the  three-year  period  when  the 
banks  would  be  forced  to  curtail  their  accommodations. 
King  thought  it  was  "a  dangerous  mode  of  increasing 
bank  capital,  authorizing  as  it  did  discounts  on  money 
not  paid  in,  but  borrowed."    He  proposed  instead,  that 
the  banks  apply  to  the  legislature  "in  direct  form  on 
direct  application"  for  a  permanent  increase  of  capi- 
tal.    There  was  danger  invclved  in  the  Governor's  pro- 
posal, King  felt,  and  he  judged  that  the  plan  involved 
no  consideration  for  the  "public  safety."  Luther 
Bradish,  from  the  same  county,  although  a  Whig,  supported 


1.     Hone  had  considered  the  importance  of  introducing 
new  capital  into  the  state  and  had  recommended 
to  the  Governor  that  laws  "subjecting  the  prop- 
erty of  non-resident  mortgagees  to  taxation"  be 
repealed  in  order  to  do  so.  XYS.Ass.Docts. ,  (1336) 
I,  #1,  5-8.   


2.  Ibid. 
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the  Democratic  governor  and  spoke  in  answer  to  Klng"a 
objections.     3radish  believed  that  King  completely 
misunderstood  the  gravity  or  the  emergency  that  con- 
fronted the  city.     He  pointed  out  that  the  city  would 
not  only  be  required  to  replace  capital  destroyed  in 
the  fire,  but  its  financial  condition  was  even  more 
precarious  than  people  like  King  and  others  realized, 
because  of  the  fact  that  on  the  following  Uth  of  >'arch, 
the  branch  bank  of  the  Bank  of  the  United  States  would 
wind  up  its  affairs  with  the  expiration  of  the  charter 
of  the  parent  bank.     Cessation  cf  the  branch  banVs 
operations  in  the  city,  Bradish  declared,  would  de- 
prive its  merchants  and  manufacturers  of  37,CCC,0C0; 
"a  large  amount  of  banking  capital"  would  be  lost, 
Bradish  noted,  "at  2  moment  when  the  city  was  least 
able  to  bear  3uch  a  withdrawal...."^" 

Cutting,  a  Democrat  from  New  York  City,  joined 
3radish  in  the  Assembly  in  his  support  of  the  Governor, 
declaring  that  he  favored  a  temporary  increase  "of  the 
capacity  of  existing  banks  to  accommodate  the  business 
community"  as  the  Governor  had  suggested,  because  he 
believed  that  this  was  "the  readiest  and  most  efficient 
mode  of  alleviating  the  present  suffering  conditions 


1.    New  York  Post,  13  January,  I836. 
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of  the  metropolis. "    In  Cutting's  opinion,  schemes 
such  as  King's-  designed  to  create  new  capital,  or 
increase  old  carital,  or  even  to  incorporate  new 
banks,  made  no  sense  under  the  prevailing  circum- 
stances.    Cutting  declared  that  such  proposals  were 
tantamount  to  making  "additional  requisitions  for 
capital"  upon  a  community  already  suffering  for  the 
lack  of  it. 

It  would  be  taking  money  out  of  one 
pocket  to  put  it  into  another— 
whereas  the  very  objective  of  the 
/Governor's  proposal/  was  to  procure 
".oner  ,,elsewhere,'--"~f rom  Europe  if 
necessary--  and  to  allow  the  banks  , 
to  discount  on  that  money  as  capital. 

The  prospect  of  drawing  on  the  capital  resources 
of  Europe,  Cutting  correctly  understood,  lay  at  the 
heart  of  the  Governor's  plan  and  accounted  for  the 
part  that  Karcy  ascribed  to  the  Chenango  loan  in  his 
plan  of  relief.    Notwithstanding  the  political  risks 
that  the  use  of  the  canal  issue  involved  in  the  Chen- 
ango Valley  or  in  the  Erie  Canal  counties,  canal  stock, 
backed  by  the  credit  of  the  state  and  offered  for  sale 
in  the  foreign  market,  seemed  the  surest  way  cf  drawing 
capital  into  Y.ev  York  City  from  abroad  in  order  to  ex- 
pand the  resources  of  the  banks  and  to  broaden  the  found- 
ation on  which  a  program  of  relief  for  the  business 
community  could  be  built. 


1.    New  York  Journal  of  Commerce,  19  Jan.,  1836. 
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The  Governor's  plan,  approved  by  the  Assembly, 
was  voted  down  ir.  the  Senate,  where  legislators  from 
the  Erie  Canal  counties  were  largely  responsible  for 
its  defeat.     Cne  of  their.,  Samel  Edwards  of  Onondaga 
County,  indicated  clearly  the  dangers  inherent  in  the 
Governor's  ^lar.  for  the  area  that  he  represented.  If 
this  plan  were  implemented,  Edwards  maintained,  its 
immediate  effect  would  be  to  contract  credit  and, 
therefore,  restrict  business  in  the  Erie  and  Cham- 
plain  Canal  counties.     The  result  of  using  the  revenues 
of  the  Erie  and  Champlain  Canal  Fund  to  pay  for  the 
construction  in  progress  on  the  Chenango  Canal,  Edwards 
declared,  would  be  that  the  "moneys''  would  be  "with- 
drawn from  the  county  banks  where  they  are  deposited.*^ 
Residents  of  Cnor.dara  County  were  scarcely  likely  to 
regard  this  prospect  as  a  trifling  matter;  Cnondaga 
was  a  capital-short  county,  and  Edwards  pointed  out 
how  his  constituents  would  resent  the  diminution  of 

banking  facilities  that  would  necessarily  follow  the 

2 

implementation  of  the  Governor's  plan.  Moreover, 
Edwards  maintained,  if  tolls  collected  on  the  Erie 


1.  Daily  Albany  *rgus,  29  January,  1836. 

2.  NY5.  Ass. Jour.,  59  Sess.,  190-1;  Albany  Weekly 

Journal,        January,  1336;  Joshua  v. W.  Clark, 
Onondaga. . .Reminiscences  of  Earlier  and  Later 
Times...  liMi-yj,  5*n 
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Canal  were  to  ray  for  construction  anywhere,  residents 
of  Cncndaga  County  would  much  prefer  that  they  be  used 
for  the  enlargement  of  the  ^rie  Canal.    Onondaga  County 
straddles  the  Erie  Canal;  through  the  canal  the  county's 
inhabitants  sent  their  salt,  gypsun,  lime  and  agricul- 
tural products  to  market.    By  1835,  the  immense  increase 
of  traffic  on  the  canal  made  the  crowding  and  congestion 
almost  intolerable,  particularly  on  the  stretch  east  of 
Syrecuse,  where  boats  lined  up  and  captains  cursed  at 
the  delay  in  passing  through-  the  locks.  Enlargement, 
therefore,  of  the  "main  line"  was  as  important  and 
vital  to  inhabitants  of  Onondaga  County  as  completion 
of  the  canal  from  Bin^hamtcn  to  Utica  seemed  to  resi- 
dents of  the  Chenanco  Valley.     Actually,  only  the 
previous  year,  the  Legislature  had  recognized  the  neces- 
sity for  enlarging  the  Erie  Canal  and  had  provided  for 
it.*    Use  of  the  Erie  and  Champlain  canal  revenues  for 
any  other  purpose  than  the  enlargement  cf  the "ma in  line" 
accounted,  therefore,  to  a  large  extent  for  Edwards' 
opposition  to  the  Governor's  plan  in  the  legislature. 

Onondaga,  however,  was  not  alone  in  her  objections 


1.     NTS.  Laws,  58  Sess.,  Ch.  27k  •     There  was  a  widespread 
belief  that  prevailed  in  connection  with  railroads, 
projected  or  under  construction  and  paralleling  the 
canals,  that  these  roads,  even  if  completed,  would 
not  alleviate  the  problem  of  east-west  transpor- 
tation of  freight.    See  Whitford,  op.clt. ,  llj.8. 


to  Mercy's  proposals;  it  is  safe  to  assume  that  most 
or  all  of  the  canal  counties  entertained  similar  ob- 
jections to  the  Governor's  plan,  and  that  it  was  gen- 
erally felt  in  this  area  that  the  resources  to  pay  for 
the  enlargement--  the  revenue  from  tolls  collected  on 
the  Srie  and  Champlain  Canals  as  provided  in  the  act 
of  1835--  kadi  to  be  Jealously  guarded.     The  Buffalo 
Republican  and  Bulletin  carefully  differentiated  be- 
tween residents  of  the  canal  counties,  who  valued  the 
canal  as  a  useful  artery  of  transportation,  and  people 
of  the  rest  of  the  state,  who  showed  a  marked  tendency 
to  consider  the  Erie  Canal  essentially  as  a  money-making 
device,  useful  for  defraying  a  large  category  of  expenses 
in  which  there  was  no  place  for  the  costs  of  enlarge- 
ment.    An  editorial  in  this  paner  summed  up  the  point 
of  view  of  the  canal  counties  about  the  time  when  the 
Governor's  plan  for  relieving  the  city  of  New  York  by 
manipulating  the  Chenango  loan  and  the  Srie  Canal  tolls 
was  under  consideration. 

The  revenue  of  our  canal  seems  to  be 
regarded  as  an  inexhaustible  mine  to 
which  resort  is  to  be  had  on  all  occa- 
sions, no  matter  how  large  or  how  fre- 
quent the  calls  made  upon  it  by  the 
liberality  or  extravagance  of  the  legis- 
lature.    If  we  are  not  mistaken,  a  bill 
passed  at  the  last  session  authorized  an 
expenditure  of  $12,000,000  for  enlarging 
the  Erie  Cana},  and  which  expenditures 
were  to  be  met  by  the  same  revenues  which 
are  not  to  receive  the  increased  burden 
of  defraying  all  the  expenses  of  the  state 
government.    To  those  who  regard  the  canal 
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as  only  advantageous  insofar  as  the 
revenue  wrung  from  it  by  the  most 
close  and  miserly  policy. .. this  may 
seem  wise  policy;  but  to  those  who 
look  upon  it  as  valuable  principally 
on  account  of  the  facilities  thereby 
afforded  transportation  and  traffic, 
the  disoosition  manifested  to  encumber 
these  revenues  to  this  inordinate  ex- 
tent will  be  re?*r±ed  as  highly  im- 
politic and  reprehensible.* 

Opposition  to  the  Governor's  plan  in  the  canal 
counties,  nevertheless,  did  not  bar  completely  the  use 
of  the  revenues  of  the  Canal  *und  for  purposes  of  urban 
relief.     The  relief  act  of  1636,  which  authorized  the. 
bankers  in  the  city  to  borrow  for  the  purposes  of  ex- 
panding their  accommolations  to  their  customers,  did 
not  specifically  exclude  the  revenues  of  the  Canal  Fund 
as  a  source  of  supply.    The  act  authorized  banks  that 
borrowed  stock  from  the  city  or  obtained  loans  "else- 
where" for  no  less  than  a  period  of  twelve  months,  or 

no  longer  than  two  years,  to  discount  upon  the  fund  so 

2 

borrowed  as  capital. ... " 

Legal  authorization  tc  borrow  "elsewhere",  a 
subterfuge,  no  doubt  resorted  to  in  order  to  avoid 
specific  mention  of  the  Canal  Fund,  was  received  by 


1.  Buffalo  Republican  and  Bulletin,  25  March,  1836. 

2.  NYS.  Laws,  Ch.  21,  59  Sesa. 
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the  Commissioners  as  a  signal  that  the  revenues  under 
their  control  could  be  used,  legally,  for  the  purposes 
of  relief.     Almost  immediately ,  they  informed  eight 
banks  in  the  city  of  their  rights  under  the  act,  which 
they  could  take  advantage  of  if  they  consented  to  pay 
an  interest  rate  of  $i  per  annum  on  the  loans  that  they 
held  from  the  Canal  Fund.*    If  the  banks  agreed  to  the 
higher  interest  rate,  the  Commissioners  could  guarantee 
that  their  loans  would  not  be  called  for  before  July  1, 
l?37f  thereby  enabling  the  banks  to  qualify  under  the 
terms  of  the  act,  since  the  use 'of  borrowed  money  as 
capital  was  permissible  only  if  the  bank  retained  the 
loan  for  at  least  twelve  months.     The  Canal  Commission- 
ers revealed  their  policy  in  their  wording  of  the  con- 
tract made  with  the  Commercial  Bank  of  New  York,  when 
this  institution  applied  to  them  for  a  loan  from  the 
Canal  Fund  for  the  purpose  of  taking  advantage  of  the 
provisions  of  the  relief  act.    The  contract  mentioned 
that  the  Commissioners  had  distributed  $812,000  among 
banks  in  New  York  City,  partly  at  the  rate  of  ki%  and 
partly  at  5%  interest  per  annum.     It  mentioned  that 
"the  said  sums  are  not  now  loaned  for  a  specific 
period... and  are  liable  to  be  withdrawn  on  a  notice 
of  sixty  days...",  a  condition  that  the  Commissioners 


1.    Flagg  to  J.  J.  Palmer,  12  Feb.,  1336.  LRC,  III,  312. 


remedied  by  the  tens  of  this  new  contract,  so  that 
the  loan  of  its  revenues  to  the  Commercial  3snk  "may 
be  employed  for  the  relief  of  the  city/'    The  Bank 
received  a  guarantee  that  the  loans  would  not  be 
called  for  before  July  1,  1~37,  and  the  bank  responded 
by  agreeing  to  ray  the  required  interest  rate  of 
per  annum. ^ 

The  Commissioners  imposed  the  increased  rate 
of  interest  on  the  city  banks,  or  at  least  on  some 
of  them,  for  their  own  protection.    Vhila  the  city 
banks  would  uniformly  be  required  to  pay  the  higher 
interest  rate,  the  toll-receiving  banks  in  the  country 
would  continue  to  pay  the  Canal  Fund  only  lifl  per  annum 
for  their  deposits.     So  long  as  the  city  banks  paid 
the  higher  rate  to  the  Canal  Fund,  the  country  banks 
could  not  legitimately  object  to  the  additional  privi- 
lege that  the  banks  in  the  city  received  by  way  of  a 
guarantee  that  the  loans  of  the  Canal  Fund  would  re- 
main untouched  until  the  1st  of  July,  1837;  nor  could 
they  reasonably  object  to  being  drawn  on  for  purposes 
of  paying  costs  of  maintenance,  operations,  and  re- 
pairs of  the  canals. 

Even  the  revenues  of  the  Chenango  Canal  issue, 
which  had  figured  so  largely  in  Governor  Marcy*s  plan, 
did  not  completely  escape  being  pressed  into  service 
for  the  purpose  of  urban  relief.    When  Flagg  informed 

1«  Kisc .Canal  Fund  Papers,  Fkg.2399.  NYSL. 
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George  Newbold,  Cashier  of  the  3ank  of  America,  that 
the  Commissioners  were  "willing  to  issue  all  the  stock 
they  are  authorized  to  issue,"  and  to  deposit  the  pro- 
ceeds of  such  leans  in  the  banks,  he  undoubtedly  had 
the  Chenango  loan  particularly  in  rind.     Flagg  informed 
Kevbold  that  the  Commissioners  would  have  to  draw  on 
the  proceeds  of  the  rher.ar.ro  Loan,  once  deposited  in 
the  banks,  at  a  monthly  rate  varying  between  o5Q,CC0 
and  $75,000  from  Varch  to  December,  1&36,  ir  order 
to  meet  the  costs  of  construction  of  the  Cher.srrc 
Canal.     Pecourse  to  the  proceeds  of  the  loan  for 
purposes  of  construction  distinctly  limited  its  use- 
fulness as  far  as  the  banks  and  the  business  community 
were  concerned;  but  the  :ommissicr.ers  volunteered  to 
exercise  their  customary  powers  in  order  to  mitigate 
any  hardships  that  the  banks  might  experience  as  a 
result  of  these  monthly  withdrawals.     They  proposed 
to  replace  the  sums  withdrawn  by  substituting  for  them 
revenues  from  the  tolls  of  the  Erie  and  Chsmplain  Canals 
"as  fast"  as  funds  "might  be  withdrawn  from  the  Chen- 
ango Canal. "* 

Outwardly,  this  arrangement  resembled  the  rejected 
plan  of  Governor  .Yarcy;  ectually,  the  resemblance  was  a 


1.    Flagg  to  George  Newbold,  8  Feb.,  1836.  IRC. 


remote  one,  since  short- 1 em  loans  from  the  Erie  and 
Ihasiplain  Canal  Fund,  notably  these  made  after  July, 
123C ,  would  not  come  within  the  scope  of  the  relief 
act,  and  therefore  would  not  constitute  a  means  for 
expand  ir.c  bank  credit.^" 

£3  it  turned  out,  the  Comptroller  was  certain 
that  o200,000  of  the  total  3?60,OCC  of  the  Chenango 
loan  would  not  he  required  before  July  1,  1?3?»  This 
veir.g  the  case,  Plage  informed  George  C.  Strong,  Cashie 
of  the  Sank  of  TCew  York,  of  the  fact,  urging  that  the 
sum  ''would  be  a  loan  on  which  you  could  bank"  should 
the  3ank  of  New  York  see  fit  to  outbid  all  other  in- 
stitutions for  the  stock.    The  Sftnfc  of  TTew  York,  appar- 
ently, was  interested  only  in  a  loan  of  31CC,0C0.  It 
therefore  bid  "high"  for  that  amount  of  stock,  retained 
the  proceeds  of  the  loan  for  it3  own  use,  and,  pre- 
sumably, "banked"  on  it  as  capital  according  to  the 

2 

provisions  of  the  relief  act. 

Flagg  explained  to  George  Sewbold  that  the  Com- 
missioners* desire  to  speed  the  city's  recovery  was 
scarcely  a  matter  of  selfless  benevolence.    The  well- 
being  of  the  citizens  of  !7ew  York  was  intimately  tied 


1.  Flsgg  to  George  l^ewbold,  8  Feb.,  1936.  LRC. 

2.  Flagg  to  ?trong,  16  Feb.,  1?36.  LSC. 
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to  the  "finances  of  the  state"  and  It  was  for  this  reas- 
on that  the  Commissioners  ple-ired  themselves  to  do 

the  utmost  in  our  power  to  aid  in 
furnishing  facilities  for  the  suc- 
cessful commencement  of  the  spring 
business,  an  object  alike  important 
tc  the  city  and  country,  and  in  which 
the  finances  of  the  state  are  materi- 
ally concerned. 1 

Neither  the  Commissioners  nor  the  tankers  of 
the  city  were  ever  interested  in  Treasuring,  quantita- 
tively, the  extent  to  which  the  tanks  were  enabled  to 
expand  their  credit  facilities  cn  ^v.e  basi3.  of  the  rev- 
enues of  the  Canal  Fund  after  the   fire,     Since  no  per- 
tinent figures  were  compiled  at  the  time,  it  becomes 
extremely  difficult  to  estimate  with  any  accuracy  the 
significance  of  the  Canal  Fund  as  a  source  of  disaster 
relief.     Four  banks,  definitely  known  to  have  received 
leans  fror,  the  Canal  Fund  under  the  terms  of  the  relief 
lav,  were  enabled  collectively  to  increase  their  credit 
accommodations  to  the  community  by  $725, CCC.     In  addition, 
the  Comptroller  noted  that  banks  of  ?»ew  York  City,  to 
which  the  Canal  Fund  had  made  loans  at  an  interest  rate 
of  5;^  per  annum  "generally  acceeded"  to  his  proposition 
that  they  retain  these  loans  until  July  1,  1837.  Had 
all  the  banks  that  held  Canal  Fund  loans  and  deposits 
at  the  required  interest  rate  taken  advantage  of  the 


1.  Flagg  to  Strong,  16  Feb.,  1836.  LRC. 

2.  !TY3.  Ass. Poets. ,  60  Sess.,  1837.  I,  #3,  2. 
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Comptroller • s  proposal,  the  total  expansion  of  credit 
In  the  city  -ade  possible  by  the  relief  act  and  based 
cr.  the  revenues  cf  the  Canal  Fund  would  have  amounted 
to  £1,1*33,750.     In  all  probability,  the  figure  never 
exceeded  $1,300', 000. 

Following  the  fire,  the  Commissioners  resorted 
once  spaln  to  the  procedure  of  halting  redemption  of 
stock  in  order  to  prevent  the  banks  from  being  drawn 
on  at  a  rime  when  it  wes  Important  for  then  to  retain 
as  much  of  their  resources  as  possible.     This  procedure, 
first  employed  during  the  Panic,  was  not  Instituted 
'  abruptly,  since  the  Commissioners  had  began  decreas- 
ing the  rate  of  redemption  shortly  before  the  fire. 
At  the  time,  Flagg  had  informed  White,  the  Transfer 
Officer,  that  the  Commissioners 1  reason  for  doing  so 
reflected  their  purpose  of  using  more-o£  the  avail- 
able revenues  of  the  Canal  Fund  to  pay  for  the  enlarge- 
ment of  the  Erie  Canal.     The  Comptroller,  therefore, 
instructed  the  Transfer  Officer  to  inform  brokers  who 
dealt  in  stocks  and  creditors  of  the  Canal  Fund  that 
the  high  premiums  which  the  Commissioners  had  formerly 
paid  for  outstanding  issues  would  be  discontinued.  The 
fire,  however,  brought  redemption  to  a  complete  standstill, 
a  move  that  the  Commissioners  deemed  essential,  because 
by  this  time  most  of  the  outstanding  certificates  of 
stock  were  in  the  hands  of  foreigners.    To  Import  rather 


than  to  export  capital  was  what  the  situation  demanded. 
It  was  for  this  reason  that  Flagg  informed  White  that 
the  "Commissioners  are  inclined  to  discontinue  pur- 
chases at  this  time."    The  reason  he  offered  was  that 

More  than  3A  of  the  outstanding  stock 
is  held  abroad,  and  the  effect  of  con- 
tinuing the  purchases  must  be  to  with- 
draw money  from  liew  York  at  a  time  when 
the  recent  calamity  to  the  citizens  of 
New  York  induces  the  Commissioners  to 
make  every  arrcngement  in  their  power  ^ 
to  relieve  the  city  from  embarrassment. 

Nerotiat ions  between  the  Merchants  3ank  and  the 
Commissioners  for  a  loan  from  the  Canal  Fund  demon- 
strates the  determination  of  the  administration  to 
assist  the  business  community  following  the  fire,  and 
indicates  how  abruptly  the  Commissioners  altered  their 
administrative  policies  in  order  to  do  sc.    When  the 
Merchants  Bank  applied  for  a  loan  before  the  fire,  it 
was  supported  ir.  its  request  by  T.  V«  Clcott  of  Albany, 
President  of  the  Merchants  and  Farmers  Bank  of  that 
city,  a  quiet  but  powerful  figure  in  the  Democratic 
Party  and  on  intimate  terms  with  the  dominant  members 
of  the  Regency.     Despite  Olcott's  intervention,  the 
Commissioners  refused  to  grant  the  requested  loan, 
insisting  that  they  were  incapable  of  lending  at  the 
time  because  they  were  still  "purchasing  canal  stock 
rather  freely."    Apparently,  Flagg  and  his  colleagues 


1.    Flagg  to  Vhite,  22  December,  1335.  LRC,  237. 
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were  determined  to  maintain  this  policy  unchanged, 
despite  the  formidable  political  pressure  that  had  a- 
risen  in  favor  of  altering  it.     But  where  Clcott  had 
failed,  the  fire  was  almost  immediately  successful; 
the  Commissioners  notified  the  Merchants  Bank  within 
a  week  following  the  fire  that  they  had  reversed  their 
previous  decision.     "Your  intimate  connection  with  the 
businessmen  who  have  suffered  by  the  recent  fire,  in- 
duces the  Commissioners  to  suppose  that  a  loan  at  this 
time  would  be  convenient  to  your  bank,"  Flagg  informed 
John  J.  Palmer,  the  bank!s  Cashier,     For  the  sake  of 
the  business  community,  "in  which  finances  of  the 
state  /were7  materially  concerned,"  the  Commissioners 
now  felt  Justified  in  offering  the  Merchants  Bank  a 
loan  of  $100, COC  at        per  annum,  which  it  accepted.* 

Had  the  Coram! s a  loners  chartered  a  new  course 
in  using  the  funds  at  their  disposal  for  "relief"  and 
reconstruction?    Hardly  so,  since  the  methods  that 
they  employed  after  the  fire  they  had  used  before, 
when  they  administered  the  Fund  for  purposes  of  econ- 
omic development. 


1.     Flagg  to  John  J.  Palmer,  21  December,  1835.  LRC,III, 
256;  KYS.  Ass. Poets. ,  II,  Doc.  No. 78,   
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CHAPTER  VIII 
Bank?  and  State  ani  the  International  Economy. 

Economic  disaster  followed  natural  disaster 
in  a  brief  span  of  sixteen  months  in  Kew  York  State. 
The  difference,  howe-er,  was  that  where  the  fire  had 
been  a  local  catastrophe,  although  of  proportions 
great  enough  so  that  some  of  its  effects  were  felt 
beyond  the  borders  of  the  state,  the  Panic  of  183? 
was  indisputably  an  econonic  crisis  that  was  national 
and  international  lis  scope.     It  shook  banking  houses 
in  England  and  in  the  United  States;  it  struck  down 
enterprises,  wined  out  savings,  destroyed  the  value 
of  produce  and  deflated  the  hopes  of  thousands.  Kew 
Yorkers  who  had  an  understanding  of  domestic  and 
foreign  trade,  of  bankinr,  manufacturing  and  finance, 
saw  evidences  of  the  approaching  economic  crisis  al- 
most a  year  in  advance.    3y  the  spring  of  1837,  the 
flight  of  specie  from  the  country,  which  was  reflected 
in  the  fall  in  specie  reserves  of  banks  in  New  York 
City,  was  evidence  enough  for  bankers  that  difficult 
times  lay  ahead.     Their  first  concern  was  to  stem  the 
depletion  of  their  reserves,  an  achievement  which  they 
realized  they  could  not  accomplish  by  themselves. 
Alarmed,  the  bankers  turned  to  the  state,  to  the 
sympathetic  administration  of  William  L.  Marcy,  which 
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appreciated  how  inextricably  the  banks  were  involved 
with  both  the  public  and  private  sectors  of  the  stated 
economy. 

The  Regency  did  not  hesitate.     The  state's  canal 
stock  offered  a  substitute  for  specie  destined  for  ex- 
port in  the  settlement  of  American  debts  abroad.  This 
being  the  case,  the  state  proposed  a  loan  of  canal 
stock  to  the  city  banks,  a  proposal  that  represented 
public  support  of  the  banks  based  on  the  credit  of  the 
state  and,  ultimately,  on  the  credit  of  the  Canal  Pund. 
When  it  turned  out  that  the  state's  action  had  come 
too  late  to  prevent  suspension  of  specie  payments  by 
the  banks,  the  administration  maintained  a  consistent 
policy  by  indicating  that  the  banks  could  depend  on 
it  for  support  for  the  purpose  of  facilitating  the 
resumption  of  specie  payments, 

1. 

Bankers  and  businessmen  who  turned  to  the  state 
for  aid  realized  that  the  prosperity  of  the  thirties 
was  based,  in  great  part,  on  foreign  credit,  available 
largely  in  England.     As  long  as  Englishmen  had  confi- 
dence that  American  customers  and  borrowers  would  be 
able  to  pay,  as  long  as  American  produce--  cotton  and 
cereals  especially —  commanded  high  prices  in  the 
European  market,  English  investors  were  prepared  to 
lend  to  Americans.     They  would  cease  lending  when  im- 
ports to  America  seemed  excessive;  when  the  prices  of 
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American  exports  fell,  or  when  Americans  seemed  to  be 
doing  too  much  business  on  too  little  capital  of  their 
own,     Then  the  flow  of  credit  to  the  United  States 
would  cease  abruptly,  and  there  would  be  a  demand  for 
the  immediate  settlement  of  foreign  debts  as  they  fell 
due.     The  cost  of  exchange  on  England  would  rise  sharp- 
ly, and,  finally,  there  would  be  a  steady  drain  on 
the  gold  reserve  of  the  New  York  banks. 

By  1836  it  had  become  apparent  that  American 
businessmen  had  overreached  themselves.    Writing  from 
London  in  July,  1836,  to  his  business  associate  in 
Hew  York,  Daniel  James,  American  dealer  in  metals, 
warned  his  correspondent  that  excessive  business  ac- 
tivities, particularly  by  Americans,  led  him  to  be- 
lieve that  "hard  times"  were  in  the  offing  and  that 
businessmen  would  be  wise  "to  prepare  for  a  squall." 
"How  all  the  goods  shipped  in  the  last  six  months  and 
still  shipping  are  to  be  paid  for,  I  cannot  tell," 
James  anxiously  commented.     Englishmen  were  alanced 
at  the  extent  of  American  business,  he  explained; 
"they  think  you  are  all  quite  wild  in  America. . .are 
half-frightened  to  death  and  think  half  of  the  Ameri- 
cans at  least  are  going  to  fail."* 


1.    James  to  Dodge,  7  July,  1836.     Phelps  Dodge  Coll.  NYPL. 
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At  home,  Henry  R  ems  en,  former  President  of 
the  Bank  of  the  Manhattan  Company  and  speculator 
in  urban  real  estate,  observing  the  domestic  scene, 
corroborated  the  Judgment  that  Americans  "were  apt 
to  do  too  much  business.*1    Americans,  Remsen  declared, 
were  impatient  to  accumulate  large  fortunes  as  a  means 
of  achieving  their  desired  objective  of  a  life  of 
"splendor  and  idleness."    He  accounted  for  the  vast 
amount  of  "speculation  in  lots .. .farms .. .and  the  ex- 
pansion of  commercial  business..."  as  a  result  of  the 
single-minded  pursuit  of  wealth  on  the  part  of  Ameri- 
cans who  had  no  time  to  consider  the  ultimate  social 
consequences  of  their  acts,* 

Some  businessmen  felt  that  foreign  lenders, 
anxious  for  profits,  were  as  culpable  as  American 
borrowers  in  stimulating  an  excessive  amount  of 
business  activity.    Moses  Taylor,  the  sugar  importer, 
declared  that  "the  London-American  banker"  was  res- 
ponsible for  "the  enormous  credits"  which  "have  af- 
forded facilities  for  speculation  and  overtrading  to 
an  extent  the  ill  effects  of  which  must  long  be  felt...."' 
In  any  case,  by  the  middle  of  I836,  accommodations  to 


1.  Remsen  to  Henry  R.  Remsen,  2  Jan.,  1837.  Remsen  Coll.,NYPL. 

2.  Moses  Taylor  to  Wright  Sheldon  and  Co.,  8  April,  1837. 

Moses  Taylor  Pps. ,  V,  176. 
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American  merchants  were  rapidly  diminishing  in  England, 

so  that  Daniel  James,  writing  to  his  partner  in  New 

York,  informed  him  that  because  his  English  bankers 

had  reduced  credit  on  iron  and  black  tin  to  three 

months,  their  firm  would  have  to  shorten  credit  also 

to  customers  in  the  United  States.     Meanwhile,  James 

continued  trading  in  tin  plate,  not  because  he  wanted 

to,  or  because  market  conditions  warranted  it,  but 

because  he  feared  that  if  he  stopped  he  would  lose 

out  permanently  to  his  competitors.    To  William  E. 

Dodge  he  wrote, 

If  you  can  sell  at  three  instead 
of  six,  all  will  be  well.     I  mean 
to  buy  as  few  tinplates  as  possible. 
But  you  know,  we  cannot  stop  buying 
any  more  than  we  can  stop,paying 
our  acceptances  when  due. 

When  the  Bank  of  England  increased  its  discount 
rate  in  September,  1836,  James  warned  of  the  inevitable 
panic  that  would  follow  "the  rumors  of  the  bank  rejec- 
ting the  paper  of  certain  American  houses."  James 
predicted  "blue  times"  that  he  hoped  would  "blow  over," 

but  he  douhtod  that  a  period  of  economic  hardship  could 

2 

be  avoided.      The  collapse  in  the  market  of  American  state 

2 

stocks,  no  doubt,  added  to  the  general  alarm.  Meanwhile, 
the  change  in  the  condition  of  Anglo-American  trade  agi- 
tated the  financial  community  in  New  York  City.  Bankers 


1.  James  To  Dodge  ,  1  July,  1836.  Phelps  Dodge  Ppg. 

2.  James  to  Dodge,  23  Sept.,  1836.  Phelps  Dodge  Ppa. 
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feared  that  the  urgent  necessity  to  settle  debts  abroad 

would  drain  their  banks  of  specie    because  of  a  rate  of 

exchange  that  operated  unfavorably  as  far  as  Americans 

were  concerned.     Peter  Remsen  remarked  on  this  concern 

of  the  bankers  early  in  1837,  when  he  noted  that  the 

banks  in  New  York  were  "discounting  sparingly."  These 

institutions,  he  explained,  feared  to  "lose  their 

specie  which  will  certainly  be  remitted  to  England 

and  Prance  if  bills  on  those  countries  are  too  high 

in  price.     Information  concerning  the  low  price  of 

cotton  that  came  from  England  at  this  time  seemed 

to  confirm  the  belief  that  the  drain  on  the  specie 

reserves  of  New  York  City's  banks  would  continue.* 

The  banks  refused  discounts  even  to  "responsible 

merchants"  in  order  to  protect  their  specie  reserves. 

\nj  increase  of  discounts,  Remsen  explained,  would 

result  in  an  increase  in  the  effective  demand  on  the 

banks  for  specie.    This  was  particularly  true  because 

bills  of  exchange  on  England  were 
so  high  that  it  would  be  better  for 
the  merchant  who  wanted  to  remit,  to 
obtain  specie  from  the  banks  and  re- 
mit it,  than  to  buy  bills  and  remit 
them. 

The  alternative  in  an  increasingly  stringent 


1.    Remsen  to  Henry  H.  Remsen,  31  March,  1837.  Remsen 
Pps. ;  Moses  Taylor  to  Drake  and  Coit,  5  April, 
T&37.  Moses  Taylor  Pps. ,  V,  172. 
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money  market,  Remsen  pointed  out,  was  for  merchants 
and  others  to  resort  to  "brokers  in  Wall  Street"  for 
the  purpose  of  "having  their  notes  cashed..."*  But 
was  this  really  an  alternative?    Koses  Taylor's  ex- 
perience in  applying  to  outstanding  brokerage  houses-- 
Frime,  Ward  and  Klnr,  Brown  Brothers,  Goodhue  and  Com- 
pany, Howlar.d  and  Asplnwall  ,  DeRham  and  Moore--  in- 
dicated that  it  was  not.     Taylor  reported  that"all 
decline  drawing  or  even  naming  a  rate  of  exchange...  . 
I  have  never  in  my  experience  known  a  similar  in- 
stance...The  only  nominal  rate  I  could  get  named 
\2\%  for  cash... on  credit,  no  price;"  and,  mentioning 
the  houses  named  above,  he  declared  that  "from  none 
of  these  could  he  get  a  bill  for  the  amount  wanted...." 
When  Yr  oadgered  the  firm  of  arown  Brothers  "for  60 
ds.  paper  satisfactory  naming  at  the  time  their  own 
paper...,"  the  firm  replied  that  it  would  not  "sell 
at  any  price  for  even  15  ds.  for  the  U.S. Bank  with 
J.J.Astor  to  back  it  as  security."    He  concluded  that 

"by  this  you  can  judge  the  state  of  affairs  with  us  & 

2 

the  want  of  confidence  in  the  people...." 

Remsen* s  prediction  that  there  would  be  a  demand 
made  on  the  banks  for  specie  for  purposes  of  settling  \ 

1.  Remsen  to  Henry  H.  Remsen,  31  March,  1837.  Remsen  Pps. 

2.  Taylor  to  John  Horstman,  23  March,  1837;  Taylor  to 

Drake  and  Colt,  23  March,  1637.  Moses  TaylorFps.. 
V,  150,  152-3.   *  1  
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debts  owed  abroad  wag  well-founded.     By  mid-April, 
the  precipitous  fall  In  the  total  amount  of  specie 
that  the  banks  held  since  the  beginning  of  the  year, 
was  regarded  of  crisis  proportions.     Banks  were  In 
great  danger,  said  Albert  Gallatin,  "because  of  the 
prevailing  efforts  to  settle  international  debts 
with  specie.     The  want  of  other  remittances  and  the 
eagerness  to  export  specie  3n  lieu  thereof,"  the 
banker  explained,  "renders  the  danger  of  a  suspension 
of  specie  payments  far  greater  than  at  any  former 
period."*    Some  form  of  relief  was  necessary  to  reduce 
the  intense  pressure  on  the  species  reserve  of  the 
banks. 

Bankers  and  businessmen,  including  Albert  Gal- 
latin, Cornelius  W.  Lawrence,  George  Kewbold,  Stephen 
Allen,  James  Roosevelt  and  others,  assembled  at  the 
office  of  the  Mayor  of  New  York  City  on  April  13th, 
and  after  stating  that  their  general  objective  was 
to  provide  "relief  to  the  commercial  interests  and 
the  productive  industry  of  the  community,"  they  turned 
to  the  specific  problem  of  protecting  the  specie  re- 
serves of  the  banks.    They  proposed  to  accomplish 
this  by  borrowing  the  state !s  credit  in  the  form  of 
a  "6*  state  stock,  reimbursable  in  ten  years," 

1.    Memorandum  communicated  to  the  Governor,  21  April, 
1637.  Gallatin  Pps.  NYHS. 
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In  effect,  the  plan  that  these  representatives  of 
the  business  community  advocated  involved  a  substi- 
tution of  canal  stock  for  bills  of  exchange,  cotton, 
or  other  exportable  commodities  as  a  means  of  settling 
outstanding  debts  abroad.     This  stock,  the  adminis- 
tration was  assured,  would  be  disposed  of  in  a  manner 
that  would  "secure  the  state  from  all  hazards  of  loss" 
and  would  be  used  only  for  "the  payment  of  foreign 
balances"  or  for  "the  immediate  introduction  of  foreign 
capital"  into  New  York  City.*    Once  the  banks  received 
the  stock,  the  businessmen  explained,  it  would  "be 
sold  exclusively  to  those  merchants,  dealers,  manu- 
facturers and  mechanics  in  actual  business,  who  have 
remittances  to  make,  or  who  are  directly  or  indirectly 
indebted  to  such  as  have  remittances  to  make  to  Europe...." 
Since  the  stock  was  to  serve,  in  Albert  Gallatin's 
words,  "as  remittances  in  lieu  of  specie"  abroad,  its 
sale  had  to  be  restricted  to  such  people  who  had  these 
remittances  to  make-  and  it  would  be  sold,  if  such 
proved  to  be  the  demand  of  British  creditors.  "In 
the  present  state  of  the  money  market  in  England  and 
temporary  want  of  confidence  in  American  securities, 
no  advance  will  be  made  on  it  unless  accompanied  with 
a  power  to  sell  it,  if  necessary  at  any  price.,.."* 


1.    Report  of  Committee  to  a  Meeting  of  Citizens, 
April  13,  1837.     Gallatin  Coll.,  NYHS. 
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The  objectives  of  the  plan  could  not  be  realized  if 
the  stock  were  bought  by  "capitalists  and  companies 
not  indebted  in  2urope,"  who  might  take  the  stock  as 
a  speculation  in  the  expectation  that  it  would  even- 
tually yield  a  5  to  10 £  premium  like  other  canal 
issues  had  yielded  in  the  past.* 

But  even  if  it  were  possible  to  prevent  would- 
be  speculators  from  acquiring  some  of  the  stock,  there 
was  still  no  assurance  that  the  arrangement  to  lend  it 
to  the  banks  would  save  them  from  the  necessity  to 
suspend  specie  payments.     Even  Albert  Gallatin  was 
uncertain  that  the  plan  would  work.    He  acknowledged 
that  there  was  in  2urope  a  "temporary  want  of  con- 
fidence in  American  securities,"  and  presumably  this 
included  New  York  canal  stock  as  well.     But  the  bank- 
ing community  saw  no  alternative  and  looked  on  the 
plan  as  their  last  resort  in  a  desperate  situation. 
They  communicated  this  sense  of  desperation  in  a  Memor- 
andum to  the  Governor,  in  which  they  embodied  the  pro- 
posals of  the  meeting  and  asked  the  Governor1 s  assist- 
ance, ty  special  message  or  otherwise,  "to  obtain  the 
aid  of  the  state  credit...."* 

To  prevent  this  /suspension  of  specie 
payments/  if  practicable  should  at 
this  moment  be  the  main  object  in  view. 
Individuals  must  fail  and  cannot  be 


1.  Ibid. 
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sustained.     V/e  are  crippled  and 
disabled;  but  we  must  try  to  save 
the  ship.     Every  other  consider- 
ation should  yield  to  thi.«... . Al- 
most all  the  distressed  people  very 
naturally  call  for  those  palliations 
and  that  temporary  relief ...  through 
further  expansion  of  an  exhausted 
credit,  which  if  granted  would  neces- 
sarily produce  the  apprehended  catas- 
trophe.    It  Is  capital  and  not  credit 
which  is  wanted. 

The  state  stock  would  give  that  capi- 
tal; and  this  is  the  only  reason  that 
can  be  alleged  in  Justification  of  the 
interference  of  the  state.  Whether 
proper  in  every  respect,  or  practicable 
is  the  question.     But  however  decided, 
that  alone  and  applied  so  as  to  prevent 
the  exportation  of  specie  can  be  of  any 
use.    Any  other  temporary  relief,  of  an 
internal  nature,  would,  it  is  feared, 
only  produce  mischief  and  increase  the 
danger. • 

A  Committee  of  bankers,  merchants  and  others 
"interested  in  the  trade  and  commerce  of  New  York"  and 
headed  by  Albert  Gallatin,  conferred  with  Governor 
Marcy  and  Comptroller  Flagg  at  the  Governor's  home 
in  Albany  on  the  evening  of  April  21st.     The  Committee 
urged  state  aid  to  the  banks  to  enable  them  to  sustain 
themselves  against  "the  pressure"  that  they"anticipated 
...in  consequence  of  the  amount  of  our  large  foreign 
commercial  debt."      The  next  day,  Flagg  discussed  the 
matter  with  the  Commissioners  of  the  Canal  Fund,  who 
consented  to  lend  the  banks  $3,39^,000  of  canal  stock 


1.    Memorandum  communicated  to  the  Governor,  21  April, 
1837.    Gallatin  Pps. 
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that  had  been  originally  Issued  for  the  purpose  of 
financing  the  construction  or  the  extension  of  the 
Black  River,  Genessee  Valley  and  Chenango  canals, 
lateral  canals  constituting  an  enlargement  of  the 
Erie  Canal  system.* 

The  decision  to  lend  the  credit  of  the  Canal 
Pund  to  the  banks  was  reached  in  less  than  twenty- 
four  hours,  and  reflected  the  ser.se  of  urgency  that 
crevailed  in  the  Governor's  Conference  and  in  the 
meeting  of  the  Commissioners  of  the  Canal  Fund.  Under 
the  conditions  of  the  loan,  the  banks  would  take  the 
whole  of  the  amount  of  stock  issued  at  par;  they  would 
be  responsible  for  paying  the  interest  on  the  stock  as 
long  as  they  were  indebted  to  the  Fund  for  it,  and 
they  would  "secure  the  payment  of  the  principal  moneys 


1.    Only  the  Chenanco  Canal,  extending  from  the  city  of 
Binrhamton  along  the  valley  of  the  Chenango  River, 
and  intersecting  the  Erie  Canal  at  Utica  had  been 
built  and  was  in  operation,  although  a  considerable 
movement  favoring  its  connection  with  the  North 
3ranch  canal  of  Pennsylvania  was  already  underway. 
The  other  two  canals,  for  which  the  bulk  of  the  bor- 
rowing was  authorized,  had  been  agitated  for  over 
the  years  by  local  supporters,  but  after  numerous 
surveys,  still  remained  in  the  planning  stage.  Con- 
struction of  both  these  canals  was  finally  author- 
ized in  1636,  and  it  was  only  after  June,  1837, 
that  work  on  both  of  them  began.     The  Genessee 
Valley  canal,  it  was  hoped,  would  ultimately  link 
the  Erie  Canal  with  the  Allegheny  River  at  Olean; 
the  Black  River  Canal  was  -olanned  to  extend  from 
the  high  falls  in  the  Black  River  to  the  Erie 
Canal  at  Rome.     All  three  of  these  canals  failed 
to  pay  for  their  construction  costs,  repairs,  and 
maintenance,  and  eventually  became  a  heavy  burden 
on  the  state.  (Vhitford,  op.cit.,  514-9-50,  529,  535, 
693,  696,711-713,  775.)  ~  
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for  which  said  stock  Is  Issued  as  the  same  may  be  re- 
quired...to  carry  on  and  complete  the  public  works 
for  which  these  several  amounts  are  authorized  to  be 
borrowed."1    it  was  proposed  to  divide  the  33,39^,000 
of  canal  stock  among  eight  banks  In  New  York  City,  In 
proportion  to  their  capital,  and  each  bank  wculd,  In 
turn,  sell  Its  certificates  to  merchants.  Importers 
and  manufacturers' who  were  Indebted  to  foreigners. 
The  need  for  haste  was  such  that  more  minute  details 
involving  the  mechanics  of  Interest  payments  as  well 
as  the  repayment  of  principal  was  postponed  until  after 
the  loan  would  be  actually  consummated. ^ 

The  usual  formalities  were  followed.  Public 
notice  was  given  that  the  stock  would  be  Issued  and 
that  sealed  bids  were  to  be  submitted  and  would  be 
opened  on  the  10th  of  May  at  L  p.m.     The  bids  of  eight 
banks  were  received  and  accepted  for  the  entire  issue. 
Early  in  the  morning  of  the  10th,  however,  news  reached 
Albany  that  the  Mechanics 1  Bank  of  Kew  Ycrk,  a  bank  of 
"the  largest  class"  and  one  to  which  stock  had  been 
awarded,  would  suspend  specie  payments  that  day.^  The 


1.  A.C.Flagg  to  Albert  Gallatin,  22  April,  1337.  Gallatin 

2.  Ibid.;  Flagg  to  Gallatin,  9  May,  1837.  Gallatin  Pps. 

3.  Rough  Minutes  of  the  Commissioners  of  the  Canal  Fund, 

1836-18U5.    3  Oct.,  1837. 
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news  alarmed  the  Commissioners  who  decided  to  post- 
pone issuing  the  stock  until  they  knew  "the  precise 
condition"  of  the  hanks.    The  sane  day  Comptroller 
"lagg  and  Secretary  of  State  John  A.  ^ix  started  for 
!'ew  York,  "with  full  authority  to  issue  or  withhold 
the  stock  as  they  should  Judge  expedient,  after  as- 
certaining the  condition  of  the  banks."*    When  they 
arrived  on  the  morning  of  the  11th,  they  discorered 
that  every  bank  in  the  City,  by  mutual  consent,  had 
suspended  soecie  payments,     "In  this  state  of  things,"' 
Flagg  declared,  "we  did  r.ot  feel  willing  to  issue  the 
stocks,  and  the  officers  of  the  banks  generally  were 
not  disposed  to  have  it  issued  except  in  aid  of  the 
resumption  of  specie  payments,"  The  Comptroller  and 
the  Secretary  of  State  intimated  to  some  of  the  bank- 
ers, however,  "that  when  the  banks  were  ready  to  re- 
sume specie  payments,  we  should  be  ready  and  willing 
to  issue  the  stock,  if  it  was  not  otherwise  disposed  of.. 

2.  - 

The  suspension  of  specie  payments  created  new 
problems  for  the  state.     Under  the  circumstances,  how 
would  the  state  maintain  its  own  credit?    Could  it  pay 
the  principal  of  the  canal  stocks,  due  for  redemption 


1.  Ibid. 

2.  Flagg  to  J.  G.  Seers,  IRC,  IV,  June  15,  1837; 

Rough  Minutes  of  the  commissioners...,  3  Oct.,  1837. 
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on  the  1st  of  July,  and  the  regular  quarterly  interest 
payments,  due  on  the  same  date,  in  irredeemable  paper? 
Isaac  Carow,  a  broker  in  New  York  City,  raised  the 
question.     "In  what  medium,"  Carow  asked,  did  the 
Commissioners  propose  "to  pay  the  stockholders  of 
the  Erie  an£  Champlain  canal  stock. . 

The  Commissioners  made  it  clear  that  they  in- 
tended to  protect  the  credit  of  the  state.     They  would, 
declared  Comptroller  Flagg, "pay  the  stock  of  1837  in  a 
manner  perfectly  acceptable  to  the  creditors,0  so  that 
"the  holders  of  the  stock  could  not  call  into  question 
the  good  faith  of  the  state....        Albert  Gallatin 
hailed  this  decision.     He  understood  that  the  credit 
of  the  state  and  the  economic  welfare  of  the  community 
were  intimately  related  to  each  other  and  that  any  aid 
that  the  state  was  prepared  to  grant  the  banke  would 
make  that  relationship  an  even  closer  one.     "I  am 
happy  to  hear  that  in  the  general  wreck,  you  intend 
to  sustain  the  credit  of  the  state  and  to  fulfill  its 

3 

engagements  with  fidelity,     the  Banker  wrote  to  Plagg. 

1.  A.C.Flagg  to  Isaac  Carow,  2k  May,  1837.  LRC,  IV, 110; 

A.C.  Flagg  to  Albert  Gallatin,  15  June,~"T837.  Gall- 
atin Pps.  $1,122,000  of  Erie  and  Champlain  canal  ' 
stock  was  scheduled  for  redemption  and  $78,000  in 
interest  payments. 

2.  Flagg  to  Gallatin,  15  June,  1837.  Gallatin  Pps. 

3.  Gallatin  to  Flagg,  II4.  June,  1837.  Gallatin  Pps. 
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Or.  the  basis  of  the  Commissioners1  decision,  Gallatin 
was  inclined  to  minimize  the  expected  depression  in 
the  price  of  stocks  in  London  once  news  of  the  sus- 
pension reached  England.     The  depression  in  the  prices 
of  canal  stock  would  be  checked  and  reversed,  he  said, 
and  "the  stocks  of  New  York  will  rise  as  soon  as  it 
is  known  that  the  state  preserves  its  faith  inviolate." 

When  the  Commissioners  realized  that  the  sus- 
pension would  "furnish  a  reason  for  the  holders  of 
the  stock  to  decline  to  recei ve ...  drafts  upon  the 
banks,"  they  reconciled  themselves  to  the  necessity 
of  falling  beck  on  the  "debased  currency,"  with  the 
understanding  that  they  would  "compensate  those  who 
receive  it  for  the  depreciation."      For  a  while,  the 
Commissioners  believed  that  the  banks  could  be  per- 
suaded to  make  up  .the  difference  between  the  "debased 
currency"  and  specie;  the  banker,  Albert  Gallatin,  had 
led  the  Commissioners  into  entertaining  this  mistaken 
belief.     Gallatin,  an  early  and  staunch  advocate  of 
resumption,  was  persuaded  that  if  the  Canal  Fund  were 
obliged  to  repay  its  creditors  in  specie  or  its  equi- 
valent, then  banks  indebted  to  the  Fund  were  under  a 
similar  obligation  to  it.    Gallatin  informed  Flagg 
that  his  own  bank  would  willingly  conform  to  the  specie 
standard,  provided  that  all  other  banks  in  the  city 


1.  Gallatin  to  FJagg,  2k  June,  1837.  Gallatin  Pps. 

2.  Flagg  to  Carow,  2k  May,  1837.  LRC,  IV,  110. 
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that  had  received  loans  from  the  Canal  Fund  would 
consent  to  do  likewise.*    Acting  on  Gallatin's  sug- 
gestions, Flagg  issued  a  circular  to  the  banks  that 
held  loans  or  deposits  from  the  Canal  Fund  and  re- 
quested them  to  assume  the  loss  that  the  state  would 
otherwise  have  to  bear  in  reimbursing  its  creditors 
in  the  equivalent  of  specie.     Flagg  informed  the  banks 
that  the  Commissioners,  if  they  were  to  "maintain  the 
credit  of  the  canal  stock  and  preserve  the  faith  of 
the  state,"  could  not  resort  to  ordinary  drafts  on 
them  because  of  the  suspension  and  because  of  "the 
consequent  depression  in  bank  paper."     The  Commission- 
ers could  avoid  the  use  of  "debased  currency"  by  of- 
fering creditors  new  stock  for  old  "to  be  estimated 
at  its  value  in  specie;"  if  the  new  stock  were  esti- 
mated below  par,  the  holders  of  the  old  stock  would 
be  paid  the  difference  in  specie.    For  those  who 
would  find  such  an  exchange  unacceptable,  the  Com- 
missioners would  have  no  other  recourse  but  to  draw 
$110  on  the  banks  in  New  York  City  for  every  $100  in 
3tock  in  order  to  "make  the  payments  equal  to  specie." 
The  Commissioners  suggested  that  the  lC,t  loss  "ought 
to  be  borne  by  the  banks  in  which  public  moneys  have 


1.    Gallatin  to  Flagg,  Ik  June,  1837.  Gallatin  Pps. 
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long  since  been  placed  for  the  payment  of  the  debt 
which  falls  due  on  the  first  of  July.     They  referred 
the  banks  to  their  annual  rieport  of  1933  in  order  to 
Justify  this  position  and  pointed  to  evidence  of  the 
"pecuniary  sacrifices"  that  the  Canal  Fund  had  made  to 
reduce  the  canel  debt  prior  to  July,  1837,  so  that 
the  banks  would  not  be  called  on  in  1837  to  furnish 
a  large  sum  that  would  be  "inconvenient0  for  them  to 
pay.    Theystressed  that  the  Report  of  1933  had  been 
made  "principally"  so  that  "their  remarks  /could7 
reach  the  institutions  interested  and  prepare  them 
for  the  events  apprehended." 

What  the  Commissioners  wished  to  emphasize  was 
that  they  had  given  the  banks  adequate  warning  to  pre- 
pare for  the  day  when  the  debt  of  1337  would  have  to 
be  redeemed,  and,  in  addition,  that  the  Canal  Fund, 
at  its  own  expense,  had  paid  high  premiums  in  order 
to  ease  the  situation  of  the  banks  on  the  day  when 
the  issues  became  payable* 

In  their  circular  to  the  banks,  the  Commission-  • 
ers  brought  up  another  question  discussed  in  the  earlier 
Report,  which  indicated  how  deeply  they  had  considered 
all  aspects  of  the  redemption  problem  and,  too,  how  they 
had  become  involved  in  the  process  of  managing  the  econ- 
omy so  far  as  their  operations  could  affect  it.     In  1833 

1.  N.Y.S.  A9s. Poets.  (1838),  I,  Doc.No.5,  47-51.  . 
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the  Commi 3 s loners  had  urged  stockholders  to  redeem  their 
holdings  immediately,  so  that  they  could  reinvest  the 
principal  at  maximum  advantage  to  themselves.  They 
had  pointed  out  how  much  more  narrow  the  opportunities 
for  investment  would  be  if  fill  the  holders  of  stock 
payable  in  1837  waited  until  the  date  of  maturity  be- 
fore they  redeemed  their  stock.     They  had  conjured  up 
a  picture  of  a  small  army  of  stockholders  trying  to  re- 
invest $3^00,000  at  the  saise  time  and  ruining  each 
other* s"chance  of  doing  so  on  satisfactory  terms." 
Their  concern  with  this  problem  had  been  motivated 
by  a  consideration  for  the  overall  economy.  Individu- 
als, they  had  maintained,  were  not  likely  to  estimate 
what  the  effect  of  redemption  of  the  entire  debt  of 
1837  on  the  due  date  would  be  "upon  the  business  of 
the  country,  so  far  as  these  moneys  have  been  employed 
in  furnishing  facilities  to  that  business."   But  with 
the  state, 

which  is  receiving  an  annual  revenue  of 
more  than  a  million  and  a  half  dollars 
from  tolls,  salt  duties  and  auction 
sales,  and  the  amount  of  which  revenue 
depends  essentially  upon  a  prosperous 
business  throughout  the  state,  the  con- 
siderations before  referred  to  are  en- 
titled to  much  weight  and  may  be  prop- 
erly taken  Into  account  in  fixing  the 
rate  of  premium  to  be  paid  for  the  \ 
gradual  redemption  of  the  stock.... 


1.  Ibid. 
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Flag's  arguments  seemed  sound  enough  to  a  city 
banker  like  Gallatin;  to  e  country  banker  like  Alexan- 
der B.  Johnson,  President  of  the  Ontario  3ranch  Bank 
at  Utica,  they  were  specious  and  downright  dangerous. 
Johnson,  for  all  his  admiration  of  Gallatin,  was  a 
banker  in  an  overwhelmingly  debtor  area;  Gallatin, 
while  debtcr-conscicu?  in  relation  to  the  British 
money  market,  was  creditor-oriented  toward  the  rest 
of  the  country.     Johnson  answered  the  Comptroller's 
"argumentative''  circular  by  maintaining  that  the  policy 
of  paying  premiums  by  the  Commissioners  of  the  Canal 
Fund  had  not  been  the  result  of  their  desire  to  "be- 
friend and  benefit  the  banks "on  the  contrary, n  the 
reasons  for  the  "sacrifices  were  such  as  they  ought 
to  have  been;  they  were  to  benefit  the  state  st  large, 
and  not  the  banks  in  particular,  they  were  to  benefit 
the  whole  people,  and  not  a  few  banks."    He  supported 
his  argument  by  quoting  the  Comptroller's  assertion 
that  the  Commissioners  were  responsible  for  maintaining 
prosperity  throughout  the  state,  and  noted  the  Comptrol- 
ler's concern  for  enlarging  the  opportunities  for  re- 
investment for  holders  of  canal  stock.     The  Comptroller 
had  not  acted  out  of  special  regard  for  the  banks, 
said  Johnson,  and  therefore  had  little  claim  on  the 
banks  for  "gratitude"  In  the  form  of  meeting  the  expense 
of  making  up  the  difference  between  paper  and  specie. 
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On  the  contrary,  J0hnson  insisted,  if  gratitude  were 

to  be  expressed,  then  the  expression  should  come  from 

the  Commissioners  to  the  banks: 

I  allude  to  the  admission  of  the  Com- 
missioners that  they  know  of  no  other 
equally  profitable  mode  of  investing 
their  funds.     Nay,  if  I  were  disposed 
to  be  captious      I  might  say  that  the 
mode  in  which  the  canal  tolls  are  col- 
lected for  the  banks  and  the  high  in- 
terest paid  by  the  banks  for  the  use 
of  them  (amounting  to  about  $167,000 
a  year)  and  the  punctuality  and  safety 
with  which  the  banks  have  discharged 
their  fiscal  duties  to  the  state,  give 
banks  more  claims  for  gratitude  on  the 
Commissioners  of  the  Canal  Pund  than 
the  Commissioners  have  on  the  banks. 
And  though  gratitude  to  banks  has  never 
been  awarded,  yet  if  I  remember  cor- 
rectly, In  some  one  of  the  reports  of 
the  Commissioners  of  the  Canal  Pund  the 
Commissioners  patriotically  exult... 
that  the  world  may  be  challenged  to 
produce  a  parallel  instance  in  which 
an  amount  of  annual  revenue  equal  to 
that  of  the  canals  has  for  years  been 
collected  without  loss  or  expense  to 
the  state  that  collects  it  "of  a  single 
dollar,"  except  of  course  the  salaries 
of  the  toll  collectors.* 

What  if,  Johnson  continued  to  argue,  he  insisted 
on  payment  in  specie  on  a  note  or  mortgage,  as  the  Com- 
missioners did  of  the  banks?    Would  not  the  "community 
...be  indignant  at  my  extortion?"    Yet,  this  was  essen- 
tially the  precedent  that  the  Commissioners  seemed  anxious 
to  set.     But  it  was  the  underlying  assumption  on  which 
the  Commissioners  based  their  argument  that  really  aroused 


1.    A.B.Johnson  to  A.C.Plagg,  ?  July,  1837.  Plagg  Pps. 


293 


Johnson's  indignation:     "Your  claim  can  be  founded  on 
nothing  but  a  tacit  understanding  that  the  banks  are 
culpable  in  the  suspension  of  specie  payments. "  This 
was  a  conclusion  that  he  rejected  without  qualification. 
"The  culpability  of  the  banks  has,  I  know,  been  assumed 
in  all  quarters;"  and,  although  he  failed  to  specify 
where  the  "culpability,"  in  his  opinion,  lay,  he  noted 
that  "the  public  are  constantly  overlooking  their  own 
delinquency  and  contemplating  the  delinquency  of  the 
banks."     Johnson  concluded  that  there  could  be  no 
double  standard  that  applied  to  the  banks  and  not  to 
other  debtors.     "So  long  as  the  banks  can  pay  their 
debts  in  as  good  funds  as  any  other  debtors,  I  have 
yet  to  learn  wherein  banks  are  more  culpable  for  not 
paying  specie  than  other  debtors...."    Johnson  miti- 
gated his  assault  on  the  Commissioners,  and  particu- 
larly the  Comptroller,  by  indicating  an  appreciation 
of  past  policies  of  the  state  towards  the  banking  in- 
stitutions.    He  conceded  that  a  general  opinion  pre- 
vailed that  the  Commissioners  had  always  been  solici- 
tous of  the  welfare  of  the  banking  community,  that 
they  "deemed  the  banks  a  branch  of  the  public  interest... 
worthy  "in  common  with  other  great  branches  of  industry 
and  capital  /of/  the  protecting  care  of  the  state 
authorities. ...nl 


1.  Ibid. 


Johnson 1  s  reaction  to  Flagg's  proposal  charac- 
terized most  of  the  banking  community,  and  the  Com- 
missioners of  the  Canal  Fund  had  no  alternative  but 
to  make  up  the  difference  between  depreciated  paper 
and  specie  themselves.     Fqced  with  the  technical 
problem  of  determining  what  the  Canal  Fund  would 
have  to  pay  "in  New  York  City  paper  to  render  the 
payment  equivalent  to  specie,"  the  CoT^-.igsicners 
turned  to  a  committee  of  three  bankers,  including 
Gallatin,  George  Newbold,  President  of  the  Bank  of 
America,  and  Robert  White,  Cashier  of  the  Sank  of 
Manhattan  Company.     These  bankers  were  also  asked 
to  determine  t  he  specie  value  of  the  --'s  and  6%a 
of  1814.5 S  the  $£■  of  1859  and  i860,  which  the  Com- 
missioners proposed  to  offer  to  stockholders  who 
consented  to  accent  them  in  exchange  fcr  their  issues 
of  1837.    Gallatin,  Newbold  and  Vhlte  were  ardent  ad- 
vocates of  resumption,  and  therefore,  could  be  ex- 
pected to  be  scrupulously  careful  in  their  treatment 
of  the  creditors  of  the  state. 

The  minute  details  of  the  evaluation  of  stocks 
and  currency  cluttered  Gallatin's  letters  to  the  Comp- 
troller with  arithmetical  calculations.    But  more  im- 
portant than  these  details  was  the  underlying  objective 
that  the  three  bankers  sought  to  achieve.     "Our  in- 
tention," Gallatin  informed  Flagg  after  the  bankers 
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had  reached  their  decision,  "was  that  the  owner  of  the 
1837  stock  should  receive  in  London  the  sane  amount 
in  gold  which  he  would  have  received  in  New  York  had 
he  been  paid  for  that  stock  in  specie."    In  the  same 
way,  an  estimate  was  agreed  on  with  respect  to  the 
valuation  of  the  stock  of  191+5,  so  that  "the  owner 
of  the  I8I0  stock  may  /By  selling  it  in  London/  re- 
ceive for  it  as  much  gold  in  England  as  he  would  have 
received  had  It  Ahe  principal  of  the  I8I4.?  stock7  been 
paid  to  him  in  New  York  before  the  suspension  of  specie 
payments."     If  anything,  Gallatin  maintained  that  the 
bankers  leaned  to  the  generous  side,  thereby . preclud- 
ing any  accusation  that  the  state  failed  to  maintain 
its  credit.1 

The  Commissioners  of  the  Canal  Fund  were  "de- 
termined to  pay  the  Interest  on  the  canal  debt  in  specie 
5y  this  they  meant  the  entire  canal  debt,  that  is,  the 
entire  outstanding  stock  amounting  to  $6, 300, COO,  on 
which  quarterly  interest  payment  was  due  July  1st,  1837, 
in  the  amount  of  about  $75,000.     Their  immediate  problem 
was  to  acquire  this  moderate  amount  of  specie —  moderate 


1.    Gallatin  to  Flagg,  2k  June, 1837.  Gallatin  Pps. ;  The 
bankers  estimated  that  Kew  York  bank  paper  was  ex- 
changeable at  $1C9  for  $110  in  gold,  and  they  as- 
signed values  to  the  various  stocks  that  were  ex- 
changeable for  the  1837  issues  as  follows:  $%>  stock 
redeemable  in  15kSt  was  evaluated  at  98$  of  its 
face  value;  5's  of  1850,  993;  5fs  of  1860,  102%, 
and  6's  of  181+5,  101;.a.     See  Rough  Minutes  of  the 
Commissioners. ..  ,  29  June,  18777* 
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that  is,  for  normal  times  but  large  for  times  when 
suspension  produced  hoarding  and  gave  people  an  ex- 
aggerated notion  of  the  value  of  gold.     The  Commission- 
ers, in  turning  to  the  banks  for  the  specie,  found  it 
necessary  to  offer  a  bribe  large  enough  to  persuade  them 
to  part  with  part  of  their  precious  holdings.  They 
offered  the  banks  the  alternative  of  being  drawn  on 
to  the  extent  of  2$%  of  their  canal  revenues  in  paper 
or  10*  in  specie.     By  the  second  week  in  June,  the 
Comptroller  informed  A.  Y. •  Schermerhorn  of  the  3ank  * 
of  Monroe  in  Rochester,  that  the  banks  in  New  York  City 
and  those  along  the  canals  had  acceded  to  the  proposi- 
tion of  substituting  a  payment  of  10%  of  their  deposits 
or  loans  in  specie  in  lieu  of  2^  in  current  funds, 
and  he  expressed  confidence  that  "others  of  them  will 
do  the  same."    The  Comptroller  assured  Schermerhorn 
that  should  this  proposal  not  yield  sufficient  specie, 
the  Commissioners  would  draw  on  the  banks  with  the  ut- 
most care  so  that  the  sacrifice  would  be  divided  as 
equitably  as  possible.     "The  amount  of  our  drafts," 
the  Comptroller  wrote,  "we  will  endeavor  to  spread... 
over  as  large  a  surface  as  practicable  and  lighten  the 
burdens  of  each  bank  as  far  as  it  can  be  done  consistently 
with  the  public  arrangements."* 


1.    Flagg  to  Schermerhorn,  13  June,  1837;  Plagg  to  P.M. 
Haight  et  al,  15  June,  1337.  LRC,  IV,  123,  131. 


297 


The  banks  had  refused  to  assume  the  cost  of  pay- 
ing for  the  difference  between  paper  and  specie  when 
the  Commissioners  drew  on  their  lcens  and  deposits 
for  the  purpose  of  redeeming  the  debt  of  1837;  but 
apparently  thi?  was  as  far  as  they  felt  they  could 
go.     "I  have  issued  a  ?recie  circular  upon  a  small 
scale,"  Flagg  wrote  to  Robert  White  on  the  20th  of 
June.     "It  ought  to  produce  enough  to  pay  the  inter- 
est on  the  debt;  about  half  enough  has  already  been 
promised. .. it  is  very  desirable  to  pay  the  interest 
on  the  whole  debt  in  specie.... "* 

The  responses  of  the  banks  to  the  appeal  for 
specie  varied.  The  T-'ayr.e  County  bank,  for  example, 
was  in  a  f ri ghtfully  weakened  position;  it  frankly 


1.     Flagg  to  Pobert  White,  20  June,  1?37.  L3C,IV,133. 

The  question  of  what  to  do  about  the  state  stock 
loaned  to  the  Delaware  and  Hudson  Canal  Company 
arose,  too,  since  the  credit  of  the  state  stood 
behind  that  issue  as  well.     Flagg  wrote  to  Presi- 
dent John  V/urtz  of  the  Coal  Company,  that  he  "elt 
that  the  compeny  was  obliged  to  pay  the  quarterly 
interest  on  the  stock  loaned  to  the  company  in 
specie  or  its  equivalent.     "As  the  faith  of  the 
state  is  pledged  for  that  stock,"  wrote  Flagg, 
"no  discrimination  will  be  made  by  holders  be- 
tween it  and  the  stock  on  which  the  state  pays  the 
interest...."  (Flagg  to  Vurtz,  16  June,  1E37.  LRC, 
IV,  13D.  Fortunately  for  Flagg,  as  well  as  for 
the  credit  of  the  state,  the  company  proved  co- 
operative, although  had  it  been  otherwise,  a 
record  of  how  both  the  company  and  the   state  in- 
terpreted their  relationship  to  each  other  might 
have  emerged  as  an  instructive  piece  of  infor- 
mation for  those  who  study  the  nature  of  mixed 
enterprise.  (Flagg  to  Robert  White,  20  June, 
1637.  LRC,  IV,  135-6.). 
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informed  the  Comptroller  that  its  specie  reserve  had 

been  "much  reduced  by  the  continued  payment  of  small 

sums;*  the  bank,  therefore,  chose  to  pay  $7*600  in 

bills  rather  than  $3,000  in  specie.1    Levi  Seardsley 

of  the  Central  Valley  3ank  told  the  same  story  of  a 

loss  of  specie  through  constant  demand  for  change  that 

threatened  to  exhaust  the  specie  reserves  of  his  bank, 

if  the  process  continued  unhalted.    Beardsley  indicated 

his  desire  to  cooperate  with  the  Commissioners,  but 

hoped  that  if  the  Commissioners  could  get  the  entire 

amount  from  other  banks,  thereby  making  a  contribution 

from  the  Central  Valley  Bank  unnecessary,  he  would  be 
2 

grateful, 

3y  the  26th  of  June,  Plagg  reported  that  more 
than  $60,000  of  the  necessary  $75,000  had  been  promised. 
The  following  day,  Flagg  informed  H.  V.  Palmer  of  the 
Whitehall  Bank  that  at  least  temporarily  the  credit 
of  the  state  had  been  preserved.     "The  banks  of  the 
North  have  responded  to  my  'specie  circular'  without 
exception, "  wrote  the  exultant  Comptroller.     "We  have 
$75,000  in  motion,  which  is  sufficient  to  pay  the  in- 
terest on  the  whole  debt  in  specie. ."^ 


1.  J.S.Penton  to  Plagg,  28  June,  1837.  GCC. 

2.  Levi  Beardsley  to  Plagg,  2k  June,  1837.  GCC. 

3.  Flagg  to  A.G.  Story,  26  June,  1837;  Flagg  to  H.V. 

Palmer,  27  June, 1337.  LRC,  IV,  ll^l,  lk2. 
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The  Comptroller  and  the  Commiss loners  of  the 
Canal  Fund  had  conducted  their  campaign  for  specie 
shrewdly.     They  had  publicized  their  demand  for  specie 
and  revealed  in  the  press  the  names  of  the  banks  that 
had  complied  with  it,     3anks  that  were  weak  and  refused 
to  furnish  specie,  therefore,  virtually  declared  their 
weakness  publicly;  hence,  every  effort  was  made  to  ac- 
commodate the  Commissioners,     /."nen,  therefore,  the  Bank 
of  Ogdensburgh  was  not  included  on  a  list  containing 
the  names  of  banks  that  had  complied  with  the  Comp- 
troller^ "little  specie  circular,"  which  had  been 
published  in  the  Albany  Argus,  the  Fre' ident  of  the 
Bank,  J.  H.  Judson,  complained  to  the  Comptroller. 
Judson  was  especially  annoyed  because  his  bank  had 
exceeded  the  10%  limit  requested  by  the  Commissioners. 
"I  submit  to  you,  "  he  wrote  the  Comptroller, 

whether  it  is  not  a  matter  of  Justice 
to  this  institution  that  it  should  be 
included  in  the  list  or  else  the  par- 
ticulars of  the  transaction  mentioned— 
I  am  the  more  desirous  that  it  should 
be  done  as  our  first  August  statement 
showed  a  diminution  of  specie  to  about 
the  amount  of  the  payment,  and  if  not 
accounted  for  might  create  the  impres- 
sion we  had  sold  it--  We  have  it  is 
true  an  amount  made  good  to  this  time 
but  we  have  been  at  the  expense  of 
procuring  it.... 


1.    Judson  to  Flagg,  25  Sept.,  1837.  GCC. 
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Thus,  the  Coi»anissione*s  of  the  Canal  Fund 
weathered  the  storm  of  the  suspension  crisis  of  July, 
1537,  maintaining  specie  payments  for  the  state  when 
the  rest  of  the  state  and  nation  operated  on  a  caper 
standard,  and  doing  so  because  of  their  realization 
that  the  American  economy,  nurtured  from  London,  was 
dependent  on  this  source  of  credit  to  maintain  the 
rate  of  economic  development  to  which  it  had  become 
accustomed.     Bankers  of  Kew  York  City,  like  Albert 
•jallatin,  Robert  Vhite  and  George  Newbold,  stood 
shoulder  to  shoulder  with  the  Commissioners;  they  had 
a  stake  in  the  credit  of  the  state,  if  only  because 
their  immediate  plans  for  resuming  specie  payments 
depended  on  it. 
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CHAPTER  IX 

Put t ~e? s i r. <"*  tve  Banlcs  with  the  Gtate's  Credit. 


Ir.  April,  when  the  suspension  crisis  was  im- 
pending, Governor  >'arcy  had  committed  his  Administra- 
tion to  support  of  the  New  York  banks  by  use  of  the 
credit  of  the  Canal  Fund.     After  the  banks  suspended, 
the  officials  cf  the  state  affirmed  that  the  banks 
could,  nevertheless,  depend  on  the  state  for  assist- 
ance in  the  future.     The  state's  willingness  to  sup- 
port the  banks  is  not  surprising,  for  it  shared  with 
them  a  common  objective  in  maintaining  specie  payments. 
The  state  was  as  dependent  on  the  English  money  market 
as  were  bankers  and  importers,  and  the  effort  that  the 
Commissioners  of  the  Canal  Fund  made  to  maintain  pay- 
ments in  gold  on  the  interest  of  its  canal  stock  re- 
vealed a  sensitivity  such  as  any  businessman  might  show 
who  saw  his  credit  status  endangered.     "Cur  object  is 
the  same,"  wrote  Albert  Gallatin  to  Comptroller  Flagg 
in  October,  1837,  when  he  summed  up  the  broad  basis  of 
agreement  on  policy  between  the  state  administration 
and  a  large  segment  of  New  York  City's  financial  com- 
munity.1 


1.    Albert  Gallatin  to  A.  C.  Flagg,  10  Oct.,  1337. 
Gallatin  Pps. 
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?or  these  reasons,  the  administration  in  Albany 
approved,  abetted  and  aided  the  movement  for  resumption 
instigated  by  city  bankers  under  the  leadership  of  Al- 
bert Gallatin.    Governor  >'arcy»s  administration  was 
resumpticris t  to  the  core,  and  it  remained  ready  to 
lid  resunpt  icr.ist  bankers  in  any  way  that  it  could. 
Gallatin,  Georre  ?;ewbold  and  C.  H.  Lawrence  provided 
the  leadership  in  callinr  a  meeting  on  the  l^th  of 
August  for  the  purpose  cf  initiating  a  nation-wide 
movement  for  the  resumrticn.     The  bankers  who  attended 
approved  the  orcrcsal  that  a  national  hankers1  conven- 
tion be  called  for  the  purpose  of  designating  a  suit- 
able date  for  resumption,  and  these  three  men  were 
authorized  to  compose  the  circular  to  he  sent  to 
bankers  in  all  parts  of  the  country  explaining  the 
purpose  of  the  convention.     The  circular1 s  message 
to  the  bankers  of  the  interior  noted  the  involvement 
of  the  city  banks  with  bankers  and  businessmen  through- 
out the  country,  but  demonstrated  especially  a  great 
sensitivity  to  the  implications  of  the  country's  sub- 
ordinate and  dependent  position  in  the  Anglo-American 
financial  community.     News  of  the  fluctuations  of  the 
prices  of  American  stocks,  bonds  and  produce  in  the 
London  money  market  arrived  with  every  packet  from 
England  and  made  its  deepest  impressions  on  the  mer- 
chants and  bankers  of  the  eastern  cities.     Such  news 
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lost  its  force  as  it  was  communicated  inland.  This 
was  to  be  expected,  since  the  condition  of  the  In- 
ternational balance  of  payments  was  of  more  immedi- 
ate  concern  to  bankers  in  the  large  port  cities  than 
to  those  In  tv.e  Interior  of  the  country.  Therefore, 
although  the  message  that  the  Hew  York  Committee  sent 
out  emphasized  the  connection  between  the  international 
balance  of  payments  and  the  possibility  of  resumption, 
it  stressed  as  well  the  more  familiar  difficulties  that 
bankers  and  businessmen  experienced  all  over  the  country 
93  a  result  of  "a  depreciated  carer,  differing  in  value 
in  different  places  and  subject  to  dally  fluctuations 
in  the  same  place...."     The  Committee  justified  the 
return  to  a  p3per  currency,  "equivalent  in  gold  and 
silver"  on  the  basis  of  the  most  practical  consider- 
ations that  a  banker  in  Kentucky  or  Chio  would  readily 
understand,  as  well  as  by  the  dictates  of  morality. 
Resumption  was  a  "paramount  and  most  sacred  duty,"  de- 
clared the  Committee.    The  bankers  "had  contracted  the 
obligation  of  redeeming  their  issues  at  all  times  and 
under  any  circumstances  whatever...."* 

If  some  of  Gallatin's  cairinistic  morality  crept 
into  the  message  here,  there  were  quite  practical 


1.     Circular  sent  to  the  Bank  of  Kentucky  and  to  the 
Northern  Bank  of  Kentucky  by  Albert  Gallatin, 
George  Kewbold  and  C.H.  Lawrence,  18  Aug.,  1837, 
Gallatin  Pps. 
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reasons  also  for  Justifying  the  tone  of  exhortation 
that  characterized  the  message.    Gallatin  pointed  cut 
bluntly  that  what  was  involved  in  the  suspension  was 
nothing  less  than  a  "breach  of  contract, "  a  paralyzing 
virus  in  domestic  trade,  and  an  absolutely  mortal 
disease  in  an  underdeveloped  economy,  which  depended 
for  a  large  portion  of  its  sustenance  on  imported  in- 
vestment capital.     The  bankers  of  New  York-  City  were 
cautious  and  proposed  tc  rake  haste  slowly  so  as  not 
to  alarm  their  colleagues  in  the  interior.     They  men- 
tioned resumption  In  terms  of  the  future,  although, 
they  meant  the  not* too-distant  future,  sirco  the 
banks  of  vew  York  City  were  required  to  resume  specie 
payments  by  law  on  or  before  the  10th  of  Mar,  1?38, 
or  forfeit  their  charters.     With  perfect  honesty,  they 
could  say  that  resumption  would  have  to  wait  until  "a 
favorable  alteration  shall  occur  in  the  rate  of  for- 
eign exchanges."1    As  far  as  the  bonkers  of  the  in- 
terior were  concerned,  this  was  comforting  news  since 
an  early  resumption  would  be  likely  to  spell  disaster 
for  them.     In  terms  of  the  interests  of  the  New  Yorkers, 
it  was  the  only  possible  policy,  if  the  drain  on  the 
reserves  of  the  banks  was  not  to  be  continued. 


1.  Ibid. 
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The  next  cotton  crop  might  be  helpful  In  read- 
Justing  the  balance  of  payments,  the  bankers  suggested, 
but  this  was  purely  a  conjectural  matter  on  which  they 
hesitated  to  depend.     They  were  certain,  however,  that 
a  "general  cooperation"  among  the  principal  banks  of 
the  country  wculd  be  necessary  before  specie  payments 
could  be  resumed,  even  if  a  favorable  reduction  in 
the  rate  of  exchange  took  place  beforehand. 

The  meeting  of  bankers  of  flew  York  indicated 
the  firm  intention  of  the  cityfs  banking  community 
to  resume  specie  payments  as  quickly  as  it  could. 
Both  George  flewbold,  Fresident  of  the  Bank  of  America 
in  New  York,  and  Albert  Gallatin,  Fresident  of  the 
National  Bank,  sent  copies  of  the  circular  to  Comp- 
troller Plagg.     Gallatin  noted  that  the  circular 
showed  "the  incipient  steps"  that  the  banks  of  the 
city  had  taken  in  the  direction  of  resumption,  and 
he  explained  to  the  Comptroller  that  with  the  cooper- 
ation of  banks  of  other  states,  and  the  general  ex- 
pectation that  foreign  exchanges  would  be  reduced  to 
true  specie  par  by  the  end  of  the  year,  prospects  for 
resumption  would  improve.     Resumption,  the  banker 
pointed  out,  would  also  depend  on  the  extent  to  which 
the  banks  reduced  their  outstanding  loans  and  dis- 
counts.    "Curtailment,"  Gallatin  explained,  was  nec- 
essary "in  order  to  lessen  and  raise  the  value  of  our 
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circulation. .  .and. ..  Ao7  prevent  as  far  as  possible 
a  renewal  of  active  business  before  our  foreign  debt 
is  paid.r     Curtailment  in  itself  was  not  a  positive 
program,  as   /allatin  recognized;  it  **will  add  but 
little  if  anything  to  the  active  resources  of  the 
£clty%£?  bank? . . t  which  collectively  held  only  about 
■$2tC0C,00C  in  specie.     The  banker  judged  that  the  banks 
would  require  an  additional  $3,000,000  in  specie  be- 
fore they  could  resume  with  safety,  arc  he  believed 
that  this  could  be  acquired  only  by  a  loan  of  the  state 
stock.     State  assistance  was  basic  to  the  bankers'  plan 
for  resumption.     "For  that  purpose  and  that  alone  are 
they  wanted,"  declared  the  banker,  as  he  pressed  for 
a  "positive  contract"  between  the  Commissioners  of  the 
Canal  Fund  and  the  city  banks  for  a  loan  of  canal  stocks 
of  the  kind  that  had  been  agreed  upon  before  the  penic 
had  swept  the  country. 

Flegg  informed  Gallatin  that  the  Commissioners 
of  the  Canal  Fund  approved  of  his  suggestions  and  would 
"cooperate  in  carrying  them  into  effect."    He  explained 
that  the  Commissioners 1  initial  decision  to  assist  the 
bankers, and  thereby  the  community,  had  been  made  on 


1.  Ibid. 

2.  Gallatin  to  Flagg,      August,  1837.    Gallatin  Pps. 
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the  assumption  "that  this  measure  would  essentially 
aid"  the  banks  in  continuing  specie  payments,  and 
that  the  importance  of  preserving  a  healthy  currency 
was    a  sufficient  justification  for  issuing  the  stock 
before  the  money  was  actually  needed  for  the  construc- 
tion of  the  public  works.     For  much  the  same  reasons, 
the  Comptroller  declared  that  the  Commissioners  were 
willing  to  enter  once  again  into  an  agreement  with 
the  banks  comparable  to  the  one  that  had  been  abruptly 
terminated  on  the  previous  tenth  of  May.     ^lagg  sought 
to  make  sure  that  the  bankers  clearly  understood  the 
Commissioners : 

the  restoration  of  a  sound  currency 
and  a  return  of  the  banks  to  a  redemp- 
tion of  their  notes  in  specie  is  the 
paramount  object  with  the  Commissioners 
in  issuinc  the  stock  faster  than  the 
are  required  for  the  prosecution  of  the 
public  works.     The  attainment  of  this 
great  public  object  is  necessary  to  Jus- 
tify the  Commissioners  in  loaning  the 
credit  of  the  people  to  the  banks;  and 
the  Commissioners  are  desirous  of  hav- 
ing such  arrangements  made  as  will  en- 
sure the  applicaticr  of  the  stock  to 
the  intended  object. * 

The  "great  public  object"  which  the  Commissioners 

hoped  to  attain,  and  which  the  bankers  held  depended  in 

"a  great  degree  on  their  obtaining. .. state  stocks," 

transcended  traditional  considerations  of  paternalism 

towards  business.     These  considerations  were,  indeed, 


1.     Flagg  to  Gallatin,  31  August,  1337.  Gallatin  Pps 
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present,  as  was  the  SoremI  ss  loners 1  understanding  cf 
the  relationship  of  the  state* s  canal  business  to  the 
business  of  its  citizen?.    But  an  equally  important 
question  in  the  minds  of  the  Commissioners  wes  the 
status  of  the  credit  of  the  Canal  Fund  ir  the  money 
Target.     The  Albany  Regency  may  present  the  appearance 
of  doctrinaire,  hard-money  Jacksonians,  but,  in  reality, 
their  attitudes  towsri  resumption  were  conditioned  by 
their  dependence  on  the  London  money  market,  where  a 
borrower's  status  was  largely  determined  by  his  past 
history  as  a  debtor.     The  London  money  market  imposed 
the  specie  standard  on  bankers  ir.  New  York  as  well  as 
on  politicians  ir.  Albany,  and  during  the  resumption 
crisis  made  them  natural  allies.     The  need  to  maintain 
this  standard  accounted  for  Flac-g's  "specie  circular" 
as  well  as  for  Albert  Gallatin's  leadership  in  the 
resur.pt ionist  movement. 

For  twelve  weeks,  the  banker  ,  Albert  Gallatin 
and  the  Comptroller,  Azariah  C.  Flagg,  worked  together 
on  a  plan  to  lend  canal  stocks  to  the  banks,  and  the 
result  of  their  collaboration  was  an  arrangement  for 
a  loan  of  $2,230,52£ . 5$  of  stock  to  seven  banks  in 
New  York  City.      This  loan  involved  two  separate  canal 


1.    The  participating  banks  were:  The  Bank  of  New  York, 
the  Merchants1  3ank,  the  Bank  of  Manhattan  Com- 
pany, Union  Bank,  National  Bank,  Bank  of  the 
State  of  New  York,  and  the  Bank  of  America. 
TYS .  Ass. Poets. ,  61  Sess.,  I,  Doc. No. 5,  18. 
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issues  that  the  Legislature  had  authorized  during  the 

previous  year  for  the  construction  of  the  Ger.essee 

Valley  and  Black  ?iver  canals.*    To  participate  in  the 

loan,  Board?  of  Directors  of  the  ranks  were  required 

to  comply  with  the  "Terms  and  Conditions"  imposed  by 

the  Commissioners,  which  had  been  drafted  by  Gallatin, 

One  important  "term  and  condition"  restated  the  purpose 

of  the  loan  and  was  designed  to  prevent  speculation  in 

the  borrowed  stock  that  would  absolutely  vitiate  the 

purpose  of  the  entire  arrangement.     Participating  bankers 

were  reminded  that 

this  loan  beinp  made  by  the  Commissioners 
of  the  Canal  Fund  for  the  purpose  of  fac- 
ilitating an  early  resumption  of  specie 
payments  by  the  banks,  it  is  understood 
that  the  bank  is  pledged  or.  its  part  to 
apply  the  said  stock  solely  for  the  pur- 
pose of  obtaining  specie....2 

The  agreement  with  the  ber.ks  protected  and  satis- 
fied fundamental  needs  of  the  Commissioners  of  the  Canal 
Fund.     It  provided  that  the  banks  would  meet  the  quarterly 
interest  payments  on  canal  stock  in  specie,  that  the  prin- 
cipal of  the  loan  would  be  repaid  In  specie,  and  that  the 
revenues  from  the  loan  would  be  available  when  needed 
for  the  construction  of  the  Genessee  and  Black  River 


1.     Rough  Minutes  of  the  Commissioners...,  3  Oct.,  1637; 
NYS.Asa.Docts. ,  tl  Sess.,  I,  Doc. No. 5,  16.  The 
loans  provided  for  an  annual  interest  rate  of  5%. 


2.    NYS.  Ass. Poets. ,  61  Sess.,  I,  Doc. No. 5,  18. 
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canals.     The  agreement  represented  a  distinct  gain  for 
the  Canal  Fund  from  the  noint  of  view  of  assuring  the 
Commissioners  adequate  npocie  for  meeting  the  quarter- 
ly interest  payments  on  canal  stock  during  the  period 
of  suspension.     Because  the  Commissioners  were  so  con- 
cerned about  maintaining  interest  payments  in  specie, 
Gallatin1 s  initial  draft  of  the  agreement  between  the 
banks  and  the  Commissioners  contained  the  requirement 
that  the  banks  repay  collectively  3C.0,0C0  in  specie 
at  the  beginning  of  each  quarter  Just  so  long  as  specie 
payments  were  suspended.* 

Negotiations  for  the  loan  of  stock  to  the  banks 
threatened  to  continue,  however,  beyond  the  1st  of 
October,  and  again  the  question  of  the  quarterly  in- 
terest payment  due  on  that  date  arose.     The  Commission- 
ers felt  compelled  to  enter  into  an  arrangement  with 
the  Bank  of  America  that  almost  wrecked  the  entire 
plan  for  lending  state  stocks  to  the  banks.    By  this 
arrangement,  the  Commissioners  agreed  to  lend  $500, COO 
in  5£  canal  stock  due  i860  to  the  Bank,  in  return  for 
which  the  Bank  pledged  itself  to  furnish  the  Commission- 
ers  with  about  $75,000  in  specie  on  the  1st  of  October. 


1.  It  was  calculated  that  such  payments  would  be  neces- 

sarv  only  on  1  Oct.,  1837;  1  Jan.,  1838;  1  April, 
163S,  because  the  banks  were  recuired  to  resume  by 
10  Kay,  1838,  or  forfeit  their  charters. 

2.  The  sum  was  eventually  $73,193.3U,  and  the  medium 

was  defined  as  "specie  or  its  equivalent."  Rough 
Minutes  of  the  Commissioners...,  3  Oct.,  1837. 
NYS.  Ass.Docts.,  61  Sess.,  I,  Doc. No. 5,  18. 
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Only  the  Commissioners1  desire  to  avoid  the  experience 
of  the  previous  June  could  legitimately  explain  this 
arrangement  with  the  3ank  of  America.    ?Cews  of  the 
agreement  threw  the  remaining  institutions  that  had 
agreed  to  borrow  state  stocks  into  an  uproar.  Officials 
of  these  banks  declared  that  George  Kevbold,  President 
of  the  3ank  of  America,  had  obtained  a  special  advan- 
tage at  their  expense;  they  would  receive  both  1850 
and  18' C  stocks,  while  ^ewbold  received  the  latter 
kind  exclusively.    Moreover,  !Cewbold  had  not  pledged 
to  use  his  stock  for  the  purpose  of  building  up  the 
bankfs  specie  reserve,  despite  his  insistence  that  he 
was  making  every  effort  to  do  so  after  the  Commi.  lion- 
ers  turned  the  stock  over  to  the  Bank  of  America. 
Campbell  White  insisted  that  the  agreement  with  the 
Bank  of  America  would  "entirely  defeat  the  negotiation"; 
Gallatin  declared  that  the  Bank  of  America  was  not  "en- 
titled to  better  conditions  than  the  others",  while 
John  J.  Palmer  of  the  Merchants*  Bank  told  the  Comp- 
troller bluntly  that  "we  are  desirous  of  being  placed 
on  as  favorable  a  footing  as  any  of  our  neighbors  and 
have  no  reason  to  expect  otherwise."* 


l4     Gallatin  to  Flagg,  2$  Sept.,  1837;  Campbell  P.White 

to  Flagg,  16  Sept.,  1837.  Flagg  Pps. ;  John  J.  Palmer 
to  Flagg,  6  Oct.,  1637.  GCu.  — 
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Gallatin  cautioner?  arairst  a  falling  out  among 
the  bankers,  despite  the  fact  that  he  did  not  approve 
of  the  arrangement  with  the  3ank  cf  America.  There 
was  the  larger  objective  of  resumption  at  stake,  he 
warned,  and  urged  that  ''we  must  at  all  events  keep 
our  temper  and  not  quarrel  amongst  ourselves . Flagg 
never  explained  the  special  advantages  that  the  Bank 
of  America  received  in  retting  only  the  more  desirable 
stock  of  i860  and  in  the  negligence  of  the  Commission- 
ers to  extract  a  pledge  to  use  the  stock  solely  to  in- 
crease its  specie  reserve.     At  the  time,  he  Justified 
the  contract  ty  declaring  that  oPC,0CC  in  specie  was 
"a  strong  temnta t ion"  and,  locking  forward  to  October 
1st,  added $  ~I  do  not  '-mow  veil  how  we  can  get  along 
without  it."2 

To  meet  the  remaining  quarterly  interest  payments 
of  1  January  and  1  April,  163?,  the  Commissioners  re- 
quired the  banks  that  participated  in  the  stock  loan 
to  furnish  ?Z  of  the  principal  of  the  loan  in  specie 
on  the  first  day  of  each  quarter.     Thus  the  Commission- 
ers solved  their  immediate  problem  of  obtaining  suffi- 
cient specie  for  the  quarterly  interest  payment  while 


1.  Gallatin  to  Flagg,  19  Sept.,  1837.  Gallatin  Pps. 

2.  Flagg  to  Gallatin,  Ik  Sept.,  1837.  Gallatin  Pps. 
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the  suspension  persisted.     They  made  as  certain  as  they 
possibly  could  that  once  the  Genes see  Valley  and  Black 
River  canals  were  tinder  construction,  the  revenues  from 
stocks  loaned  to  the  banks  would  be  available.  They 
provided,  too,  a  schedule  of  repayments  in  specie  or 
specie  funds  of  the  principal  of  the  loan  to  the  banks: 
the  loan  would  be  repaid  by  I8I4J.  in  annual  payments  of 
rourhly  3~CC,PC0  a  year,  unless  "the  progress  of  the 
canals  authorized  to  be  constructed. shall  require  a 
rreater  expenditure  of  money  in  any  one  of  the  three 
years...."     Should  this  orove  necessary,  provisions 
were  made  for  the  Commissioners  to  call  for  and  re- 
ceive larger  sums  on  the  condition  that  they  gave 
the  banks  preliminary  notice.^"      This  last  provision, 
Flagg  explained,  arose  cut  of  the  fact  that  the  Com- 
missioners were  primarily  responsible  for  the  uninter- 
rupted progress  of  the  state1 s  canal  program.     As  far 
as  the  Commissioners1  official  duties  were  concerned, 
the  arrangement  with  t>:9  banks  was  a  secondary  con- 
sideration.    Flagg  explained  at  length  to  Gallatin 


1.     ?^S. Ass. poets. ,  61  Sess.,I,  D0C.K0.S,  IS.  The 

draft  of  the  stock  agreement,  unsigned,  undated, 
in  Gallatin's  handwriting,  is  in  the  Flagg  Coll. 
There  is  ample  confirmation  that  the  agreement 
was  drafted  by  Gallatin  in  his  correspondence 
cited  above  and  in  Flagg,  A  Few  Historical  Facts 
Respecting  the  Establishment  5H3  rrogress  of 
Banks...,  Z'-j . 


that  the  Coronlss loners  had  to 

meet  the  dereands  growing  out  of 
the  actual  construction  of  the  work. 
What  these  demands  will  be  we  can- 
not estimate  with  accuracy  two, 
t^ree,  and  four  years  ahead;  and 
we  should  be  justly  censurable  if 
we  issued  the" stock  long  before  the 
rcney  were  required  for  the  canals  . 
and  then  loaned  it  on  such  terms 
that  it  could  not  be  reached  when 
it  should  actually  be  required  for 
the  prosecution  of  the  public  works.1 

The  Commissiorers  were  careful  to  avoid  lending 
the  stock  to  banks  of  doubtful  solvency.    For  this 
reason,  they  refused  to  include  the  Mechanics1  Bank 
in  the  stock  loan,  despite  Gallatin* s  opinion  that  this 
bank  of  "old  standing,  popular,  and  with  a  large  capi- 
tal... /was7  a  most  important  bank  to  preserve. . .pro- 
vided they  (sic)  will  help  themselves  and  by  the  sale 
of  the  stocks  pledged  to  them,  extricate  themselves 

from  their  difficulties  and  render  your  assistance 

2 

safe  to  the  state  and  efficient  to  its  object." 
Gallatin,  at  the  same  time,  was  rather  cautious  in  his 


recommendation.  He  advised  that  the  banking  commission- 
ers of  the  state  examine  the  affairs  of  the  Mechanics1 


Bank,  and,  as  an  afterthought,  proposed,  too,  that  all 
the  banks  that  would  receive  state  stock  be  examined 


1.  Flagg  to  Gallatin,  2k  Oct.,  1837.  Flagg  Pps. ;  Flagg 

to  Newbold,  27  Oct.,  1837.  LRC,  Iv.  

2.  Gallatin  to  Flagg,  30  Sept.,  1837;  Gallatin  to  Flagg, 

11  Oct.,  1837.  Gallatin  Pps. 
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as  well.  Flags,  a  Democrat,  along  with  a  Democratic 
Canal  Hoard,  still  refused  to  support  the  Mechanics' 
Bank  because  of  its  past  practices,  Respite  the  fact 
that  it  had  received  federal  patronage  as  a  depository 
tank  when  funds  belonging  to  the  national  government 
had  been  removed  from  the  Bank  of  the  United  States. 
In  a  letter  to  Charles  Stebbins,  one  of  the  State's 
banking  commissioners,  he  declared  that 


I  cannot  get  over  the  fact  that  the 
Mechanics'  Bank,  one  of  the  original 
rets,  with  2  or  3  millions  of  public 
moneys  allowed  a  combination  of  bro- 
kers to  control  an  amount  equal  to 
three  -quarters  of  its  capital  for 
the  purpose  of  shaving  the  life  blood 
out  of  the  merchants  at  the  rate  of 


The  question,  however,  was  net  only  one  of  mor- 
ality as  far  as  Flagg  was  concerned.     He  granted  the 
possibility  that  banks  that  had  already  received  loans 
of  canal  stock  might  well  "have  lent  themselves  to 
the  same  practices,"  but  if  they  had  done  so,  they 
had  neither  succeeded  in  undermining  their  own  credit, 
nor  had  inflicted  as  much  injury  on  the  banking  commun- 
ity in  general  as  the  Mechanics'  3ank  had  done.  The 
Commissioners'  refusal  to  lend  stock  to  this  bank, 
whose  directors  had  expected  to  be  included  in  the 
state  loan  from  the  time  that  it  was  first  proposed 
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in  the  early  part  of  the  year,  brought  a  sharp  pro- 
test from  its  president,  J.  Lorrillard.  Lorrillard 
declared  that  the  decision  of  the  Commissioners  was 
both  unjustified  and  illogical.     He  maintained  that 
the  "recent  misfortunes"  of  the  Mechanics 1  Bank  was 
no  reason  for  the  state  to  deny  it  the  aid  that  it  was 
willing  tc  grant  to  others;  on  the  contrary,  he  insisted 
that  circumstances  "would  seem  to  require"  that  it  re- 
ceive "the  snecial  fostering  care  of  the  state."  Ad- 
mitting that  the  bank  was  heavily  in  debt  and  that 
its  loans  were  too  great,  Lorrillard  asked  whether 
these  were  not  adequate  reasons  for  a  loan  of  stock 
to  the  bank,  in  order  to  "extract  the  institution  from 
this  state  of  things  without  pressing  a  large  and  res- 
pectable class  of  borrowers  into  a  state  of  bankruptcy?" 
V.ras  it  right  that  in  its  "time  of  need"  the  Mechanics1 
3ank  should  be  "excluded  from  participating  in  the 
paternal  favors  bestowed  on  others  not  more  deserving...?" 
The  banker  insisted  that  the  duty  of  the  Commissioners 
was  to  save  the  bank  from  "the  discredit  that  appears 
to  be  cast  upon  it"  and  he  assured  the  Commissioners 
that  any  aid  they  granted  "will  be  gratefully  received 
and  applied  to  the  promotion  of  the  public  good."* 


1.    J.  Lorrillard  to  A.  C.  Flagg,  13  Oct.,  1837.  Flagg.Pps 


In  response,  Flagg  referred  to  the  difficulties 
that  the  bank  had  become  involved  in  under  Lorrillard' 
"immediate  predecessor"  who  had  committed  suicide  rath 
er  than  face  the  disgrace  that  the  bank's  shady  oper- 
ations had  brought  to  his  reputation.     The  "misfor- 
tunes" of  the  bank,  Flagg  explained,  was  scarcely  jus- 
tification for  entrusting  it  with  the  loan  of  stock; 
If  there  were  any  "reason  to  question  the  perfect  se- 
curity of  the  bank,"  Flagg  declered,  the  Commissioners 
would  be  justified  in  withholding  the  loan.     The  Com- 
missioners had  to  see  to  it  that  "the  security  of  the 
public  money  be  placed  beyond  question,"  Flagg  insiste 
there  was  risk  enough,  he  felt,  in  using  can!il  stocks 
for  purposes  that,  strictly  speaking,  the  Legislature 
had  never  originally  intended  they  be  used.       .  ?oint< 
ing  out  that  the  Commissioners  decided  to  reject  Galla« 
tin's  expressed  desire  that  the  Mechanics'  3ank  be  in- 
cluded in  the  loan  of  state  stock,  Flagg,  speaking  for 
the  Commissioners,  declared  that 

we  are  taking  upon  ourselves  a  very 
high  responsibility  to  loan  this 
stock  to  the  banks  three  and  four 
years  before  the  money  is  required 
for  public  use;  and  that  if  there 
is  any  question  about  the  sufficiency 
of  the  security  the  loan  ought  not  to 
be  made  in  any  case.* 


1.     Flagg  to  Lorrillard,  26  Oct.,  1837.  LHC,  IV,  235. 
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To  Gallatin,  whom  Flagg  respected  and  admired, 

Flagg  wrote,  nevertheless  in  the  firmest  terms.  Ke 

asked  Gallatin  to  consider  the  possibilities  of  a 

legislative  investigation  of  the  Yechanics *  Bank  and 

the  Justifiable  criticism  that  would  be  directed  at 

the  Commissioners  for  "having  loaned  the  state  credit 

to  succour  an  institution  which  had  thus  been  perverted 

from  the  legitimate  objects  of  its  creation/'  The 

Commissioners  turned  down  the  pet  bank's  request  on 

the  basis  of  sound  fiscal  and  public  policy.     As  Flagg 

explained  the  Commissioners1  decision: 

in  loaning  the  public  stocks  to  insti- 
tutions which  are  in  sound  condition 
and  strong  enough  in  their  own  resources,  * 
we  have  a  reasonable  guarantee  that  the 
public  at  large  will  be  benefitted.  3ut 
where  public  money  is  loaned  to  a  bank 
in  crippled  condition,  the  law  of  self- 
preservation  controls  the  application  of 
such  sums  as  is  necessary  to  take  care  of 
the  managers  of  the  institution,  or  rath- 
er to  enable  the  corporation  to  bear  up 
against  the  ill  effects  of  the  acts  of 
its  managers  before  any  additional  facil- 
ities ere  afforded  to  the  business  com- 
munity. . 

Gallatin  put  up  no  struggle  for  the  Mechanics1 
Bank.    He  kept  his  eye  focused  on  the  main  issue  of 
resumption,  and  when  assured  that  the  possibility  of 
sudden  demands  for  repayment  of  the  stock  loan  would 
be  limited  to  considerations  determined  only  by  the 


1.     Flagg  to  Gallatin,  6  March,  I838.     Gallatin  Pps. 
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rate  of  construction  of  the  public  work3 ,  he  was  con- 
tent with  the  agreement.     "I  ar.  satisfied  with  the 
agreement,"  the  banker  wrote  to  the  Comptroller  on 
the  26th  of  Cctcber.     "Permit  me  only  to  request," 
he  added,  "that  the  agreements  may  he  forwarded  /£o 
the  banks7  without  any  further  delay,  as  we  may  wish 
to  send  part  of  the  stock  by  the  next  packet  to  be 
sold  abroad  for  specie. ... 


1.     Gallatin  to  Flagg,  26  Cct.,  1537.     Gallatin  Pps 
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CHAPTER  X 

Eccr.omlcs,  Politic?  and  the  International  Scene. 

The  determination  of  the  Administration  of  the 
state  and  some  of  the  leading  bankers  of  New  York  City 
to  resume  specie  payments  as  early  as  possible  was 
vigorously  resisted  by  Nicholas  Biddle,  Fresident  of 
the  newly-created  Bank  of  the  United  States  of  Penn- 
sylvania .     As  early  as  Kay,  1337,  Biddle  had  writ ten, however, 
like  a  true  resumpt ionist .     "Nothing  can  save  the  country 
but  an  early  return  to  specie  payments,"  he  had  then  de- 
clared.    But  this  was  before  his  bank  began  to  fall 
heavily  in  debt  to  state  banks. *    Its  indebtedness, 
moreover,  increased  markedly  Just  before  the  convention 
of  bankers  assembled  in  New  York  in  November  for  the 
purpose  of  setting  a  date  for  resumption  of  specie 
payments.    Biddle  refused  to  appear  at  the  Convention, 
despite  Gallatin's  urgings  that  he  be  present.  "Your 
presence  is  essentially  necessary  for  the  purpose  of 
effecting  any  practicable  arrangement...,"  Gallatin 
declared.    Unless  New  York  received  the  cooperation 
of  the  banks  of  other  cities,  Gallatin  pointed  out, 
resumption  on  the  part  of  New  York  institutions  would 


1.    Walter  B.  Smith,  Economic  Aspects  of  the  Second  Sank 

of  the  United  States  j  Harvard,  Camb.,  202-3 . 


be  most  difficult. 

"...without  the  cooperation  of  the 
banks  of  the  principal  cities,  I 
nl£bt  say  of  those  of  Philadelphia, 
or  rather  of  the  Bank  of  the  United 
States,  we  carrot  otherwise  return 
tc  specie  payments  but  by  our  in- 
convenient reduction  of  our  business 
ar.d  withdrawing  of  our  circulation  as 
would  be  extremely  difficult,  incon- 
venient and  distressing.1 

Siddle  shunned  the  convention;  and  the  convention, 
taking  it3  cue  fror  the  Philadelphia  banker,  shunned  the 
naming  of  an  early  date  for  resumption.    Mddle  obvious- 
ly had  moved  over  to  an  ar.t i-resumpt ionist  position, 
partly  because  any  deflationary  policy  might  wreck  the 
enormous  cotton  speculation  that  he  was  engaged  in, 

the  purpose  of  which  was  to  withhold  the  crop  from 

2 

the  English  market  until  the  price  rose. 

The  interests  of  the  Tnlted  States  Bank  of  Penn- 
sylvania were  now  In  direct  opposition  to  those  of  the 
banks  of  Hew  York  City,  and  it  exerted  great  efforts 
to  delay  resumption.     Such  a  marked  clash  of  objectives 
between  the  business  communities  of  Philadelphia  and 
5ew  York  City  could  not  be  hidden  for  long;  by  the  end 
of  November,  the  London  Times  called  these  differences 
to  the  attention  of  its  readers,  who  hitherto  had  been 
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aware  only  of  the  more  easily  describable  regional  dif- 
ferences that  distinguished  the  American  north  fron 
the  south.     The  Times     called  its  readers1  attention 
to  the  "division  of  interest  and  envious  distrust" 
that  characterized  the  relations  of  the  two  northern 
states,  Pennsylvania  and  Xew  York,  and  explained  that 
it  originated  *n  a"clash  of  local  and  state  interests" 
that  were  fundamentally  of  economic  cricin.  Having 
surveyed  the  American  press,  the  London  Times  jessed 
that  the  differences  between  the  two  cities  ran  deeper 
than  the  issue  of  resumption;  inherent  in  the  anti- 
resumptionist  policy  of  the  United  States  Eank  of 
Pennsylvania  was  a  longstanding  commercial  and  bus- 
iness rivalry  between  the  two  cities.     The  bank's  im- 
mediate objective,  said  the  Times,  was  to  control 

the  money  and  commercial  business 
of  the  whole  union;  to  constitute 
it  the  arciter  not  only  of  the 
foreign  but  of  the  domestic  ex- 
changes; to  make  it  the  regulator 
of  prices,  whether  of  cotton  or 
other  produce. 

But  the  objectives  of  the  bank  were  tied  in  with  an 

even  broader  master  plan  that  had  been  drawn  up  in 

Philadelphia.     This  plan  would  make  Philadelphia  the 

financial  capital  of  the  nation,  whose  port,  bank, 

railroad  and  canal  system,  then  under  construction, 

was  expected  to  carry  it  to  economic  preeminence  over 

New  York. 


In  cooperating  with  such  a  plan,  the  Director? 

of  the  United  States  Bank  could  lend  their  assistance 

with  a  kind  of  relish.     The  opposition  of  banks  In  New 

York  to  rechart erinc  the  Second  Bank  of  the  United 

States  K5  3  still  fresh  In  their  memories;  the  Times 

quoted  a  Buffalo  peper,  noting  incidentally  that  at 

one  time  there  had  been  a  branch  Bank  of  the  Second 

National  Eank  in  Buffalo,  to  indicate  the  fears  that 

the  vigorous  policy  of  the  offshoot  of  the  eld  National 

Bank  threw  Into  the  hearts  of  some  New  Yorkers. 

Fought  out  of  New  York--  battled 
at  every  turn  and  corner  by  New 
York  politicians —  we  do  not  wonder 
that  Yr.  middle  should  feel  an  in- 
terest in  pushing  ahead  the  pros- 
peri  tv  of  Pennsylvania.     Why  should 
he  not  indeed?    He  has  been  told 
plainly  that  New  York  would  crush 
his  bank.     Can  we  expect  hiir.  to  con- 
sult New  York  interests?    Surely  not. 
He  baa  taken  the  very  course  that  that 
state  has  pointed  out.     It  is  using  the 
instrument  of  a  $35,000,000  bank  to  per- 
fect a  system  of  internal  improvements 
that  will  set  Pennsylvania  on  the  pin- 
nacle of  prosperity.     He  is  about  driv- 
ing through  without  delay  her  avenue 
for  the  western  trade  that  can  best 
compete  with  the  New  York  avenue. 

To  some  New  Yorkers,  the  link  between  the  3ank 

in  Philadelphia  and  the  large-scale  plans  for  internal 

improvements  in  Pennsylvania  was  real  enough.  The 
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bill  to  incorporate  the  Bark  had  beer  introduced  in 
the  Assembly  of  Pennsylvania  by  the  Chairman  of  the 
Committee  or  Inland  Vavigaticn  and  Internal  Improve- 
ments; the  Act  cf  Incorporation  was  entitled,  in  part, 
"An  Act...  to  cor  time  and  extend  the  imprc  vemer.t  of 
the  State  by  railroads  and  canals  and  to  charter  a 
>tate  Bank...",  and  the  Act  itself  provided  that  the 
Park  would  be  required  to  support  specific  projects 
of  internal  improvements  out  of  its  own  resources, 
obviously  ir.  part  payment  for  its  charter.^" 

If  this  were  not  sufficient  demonstration  that 
a  basic  economic  rivalry  existed  between  the  states  of 
Kew  York  and  Pennsylvania,  in  which  the  "monster "bank 
played  an  important  part,  the  Times  went  on  to  indicate 
that  it  had  detected  much  hard  feeling  among  ICew  Yorkers 
towards  Philadelphia,  which,  through  the  activities  of 
the  bank,  had  "filched  from  them  the  profitable  busi- 
ness of  exchanges."     In  addition,  the  English  news- 
paper declared  that  !Iew  Yorkers  looked  on  Siddle's 
cotton  operation  as  another  form  of  competition  for 
the  buying  and  selling  of  staple  commodities  that 
normally  were  handled  in  13ew  York. 


1.  Smith,  Economic  Aspects . . . ,  178-9;  Laws  of  Penn- 
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Luther  3radish,  soon  to  be  elected  Lieutenant- 
Governor  of  T.'ew  York,  fully  appreciated  the  interstate 
rivalry  that  becane  more  apparent  after  the  onset  of  the 
panic.     Bradish  deolored  the  renewed  "var  against  the 
old  monster  or  frightening  the  timid  by  pointing  to 
the  reappearance  of  the  old  ghost."    He  felt  that  if 
the  state  of  !!ew  Yorfc  "roused  itself,"  embraced  a 
"liberal  system  cf  internal  improvements"  and  guar- 
anteed herself  indefinitely  a  monopoly  of  the  "golden 
harvest  of  the  V.'est,"  'lew  Yorkers  would  have  nothing 
to  fear  from  competition  of  the  Fenr.sylranians 

It  is  not  surprising  that  the  Cld  Ghost  failed 
to  terrify  3radish.     3radish  was  a  Whiff,  and  while 
3iddle's  doctrines  frightened  Democrats  in  the  State 
Senate,  the  Whig  Party,  in  the  majority  in  the  Assembly, 
made  them  welcome  in  that  house.     Aside  from  old  loyal- 
ties and  old  hostilities  of  a  political  kind  that  would 
lead  Whigs  to  look  on  Middle  with  some  sympathy  and 
on  the  Van  Buren  administration  with  antipathy,  at  the 
moment  this  party  seemed  to  reflect  the  interests  of 
merchants  and  businessmen  of  New  York  vho  were  heavily 
in  debt  and  were  as  unsympathetic  to  an  early  resumption 
as  was  Biddle. 


1.     Luther  Bradish  to  Silas  M.  Stilvell,  16  Dec,  1837. 
Bradish  Fps. ,  NYHS. 


The  New  York  Commercial  Advertiser,  In  a" survey" 
of  the  business  community  of  Kew  York  City,  revealed 
that  a  sharp  cleavage  existed  among  businessmen  in 
their  opinions  relating  to  the  question  of  early  re- 
sumption of  specie  payments.     "One  class  of  importers," 
this  newspaper  discovered,  "whose  affairs"  were  "snug 
and  manageable"  and  who  had  "but  a  small  amount  of 
what  is  called  dry  poods  paper  in  the  bank  and  that 
of  unquestioned  character"  believed  that  resumption 
would  restore  confidence  on  the  part  of  the  business 
community,  and  that  such  resumption  could  be  achieved 
without  "a  much  more  rigid  contraction  by  the  banks 
than  has  already  been  made."    On  the  other  hand,  there 
was  the  "Fearl  Street  interest",  described  as  "dry  goods 
merchants--  together  with  some  importers."    These,  the 
newspaper  declared,  maintained  that  "a  speedy  resumption 
will  but  complete  the  work  of  general  destruction." 
Then,  despairing  of  a  solution  which  even  defied  the 
business  community,  the  paper  concluded 

If  then  the  merchants  maintain  doc- 
trines and  opinions  so  widely  dif- 
ferent, how  can  we,  who  ere  mere 
theorists  in  these  matters,  arrive 
at  conclusions  that  shall  always 
give  satisfaction  to  all.1 

If  the  affairs  of  the  "Pearl  Street  interest" 

were  not  "snug  and  manageable,"  how  had  they  got  that 
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vp.-,  asked  Vr.  Hunter,  a  Democrat  In  the  Senate  In 
the  presence  of  acne  "Pearl  Street"  merchants  whc 
he  knew  were  Iti  the  Senate  Chamber  that  day.  Hunter 
declared  that  he  "would  speak  out  boldly  and  avov  the 
opinion  that  toe  many  of  that  class  were  speculators — 
mercantile,  it  is  true,  but  speculators,  nevertheless." 
Hunter  elabcreted.     He  referred  to  cases  of  failures 
where  fima,,with  less  capital  than  $$C,CC0  had  liabil- 
ities to  the  amount  of  $lr100,COC.     If  this  is  not 
specula t ion he  asked,  "what  is  it?"    Koreover,  he 
noted  that  the  Pearl  Street  merchants  were  visiting 
Albany  in  order  to  petition  the  Legislature  to  allow 
the  banks  to  issue  post  notes  payable  a  year  from  the 
date  of  issue.     Speculators  like  riddle,  Hunter  in- 
ferred, could  be  erpected  to  favor  "irredeemable  paper." 
The  Senator  "knew  of  no  person  now  in  favor  of  irredeem- 
able paper  who  was  not  a  friend  of  the  TJ.  S.  3ank."* 
The  proposal  to  authorize  the  banks  to  issue 
post-notes  "to  purchase  on  credit  specie  and  convert- 
ible paper  and  public  stocks,"  became  the  basis  of  the 

p 

V.*hig  plan  to  assist  the  banks  to  resume.  Democrats 
denounced  this  proposal  as  a  sham;  in  reality,  a  means 
of  prolonging  the  suspension;  and,  moreover,  called 


1.  New  York  Journal  of  Commerce,  21  April,  1838. 
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attention  to  the  fact  that  the  United  States  Bank  of 
Pennsylvania  had  issued  $i;,000,CCC  in  post  notes  as 
recently  as  April,  1537,  in  an  effort  to  avoid  a  drain 
or.  its  specie  reserve  because  of  its  indebtedness  to 
state  banks  in  Pennsylvania  and  Kew  York.1"    The  Whigs 
were  doubly  dasmed  for  fallowing  In  the  footsteps  of 
3iddle  In  advocating  such  authorization  and  for  pro- 
longing the  suspension,     rA  partial  suspension,"  Gal- 
latin called  it;  ro  "the  wh^le  figure  at  once"  and  no 

P 

"after-clap"  urced  the  New  York  Journal  of  Conferee. 
Much  of  the  Whig  Party's  program  in  the  New  York  Ass- 
embly seemed,  indeed,  as  if  it  were  the  work  of  3iddle, 
who  early  in  Arril,  shortly  before  the  second  banking 
convention,  in  an  open  letter  to  John  Qylney  Adams,  had 
indicated  to  New  Yorkers  "with  perfect  frankness"  and 
in  considerable  detail,  why  the  Philadelphia  banks  "do 
not  mean  to  unite  with  her  fiev  York7  in  this  forced 
resumption."    The  report  of  a  Committee  of  the  Assembly 
of  the  State    of  !.'ew  York,  stating  its  opposition  to 
Governor  >'arcyfs  plan  for  aid  to  the  banks,  seemed 
like  a  short  summary  of  this  letter,^ 


1.  Smith,  Economic  Aspects.,.,  192, 

2.  H.Adams,  ed. ,  The  Writings  of  Albert  Gallatin  (Fhila., 

1B79),  II,  b'db;  Few  York  Journal  of  Commerce,  20 
April,  1835.     Apparently  Gallatin's  attitude  towards 
post  notes  altered  somewhat  in  a  period  of  less  than 
three  weeks.     See  Ibid, ,  p. 525. 

3.  The  Kew  York  Journal  of  Commerce,  10  April,  183S, 

published  biddle's  entire  letter  to  Adams.  For 
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The  Committee  emphasized  that  the  causes  of 
the  suspension  were  domestic  and  were  largely  the 
result  of  the  fiscal  policies  of  the  Jacksonian  ad- 
ministration, and  not  the  result  of  curtailment  of 
English  credit,  as  some  "emocrats  claimed.     Its  re- 
port indicated  that  the  "government .repudiated  the 
policy  of  a  national  ban'*"  and  the  advantages  of  the 
"concert  of  action"  that  such  an  institution  provided 
in  enabling  the  country  to  resume  specie  payments  "with 
as  little  suffering  as  possible"  after  the  War  of  1812. 
The  Report  declared  that  the  national  government  had 
not  given  any  indication  that  it  would  "receive  in 
payment  the  bills  of  all  solvent  and  specie  paying 
banks  in  order  to  sustain  them  and  public  confidence 
in  their  resumption."    The  banks  in  V.ev  York,  the  re- 
port noted,  had  "but  too  well  and  anxiously''  prepared 
for  resumption,  reducing  discounts  and  diminishing  the 
circulation,  with  results  that 

have  involved  our  commercial  emporium 
ir.  the  deepest  distress;  arrested  enter- 
prise and  improvement  everywhere;  made 
the  wheels  of  our  manufactures  to  stand 
still... and  ultimately  reaching  the 
farmer  have  caused  his  productions  and 
his  lands  to  3ink  in  value... 

Biddle  had  made  all  these  points  in  his  letter 


I'm    New  York  Journal  of  Commerce,  10  April,  I838. 
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and  had  climaxed  his  argument  with  an  appropriate  plea 
for  leniency  to  the  debtor  community  which  the  Whigs 
in  New  York  new  declared  had  been  sacrificed  by  the 
banks . 

Even  as  the  banking  convention  met  in  New  York 
in  November,  123?,  snd  decided  to  postpone  naming  the 
date  for  resumption,  "ev  York  bankers  noted  that  r ex- 
change had  fallen  below  specie  par"  and  the  exportation 
of  snecie  ha?  ceased.*    The  resumrtlcnis ts  exulted, 
and  suspensionists  were  thrown  on  the  defensive.  Part- 
ly for  this  reason,  3iddle  published  his  letter  warning 
against  "premature  resumption"  based  on  a  misinterpretation 
of  the  low  rate  of  exchar.ee  cn  England,     a'cs  this  net  the 
result  of  the  "unnatural  condition"  that  the  New  York 
banks1  measures  of  curtailment  had  produced,  Biddle 
asked.     3y  the  16th  cf  Dec enter,  the  London  Times  com- 
mented on  the  changed  conditions  and  declared  that 
American  stocks,  public  ani  private,  were  coming  "into 
circulation"  once  again.     Exchange  now  so  clearly  favored 
the  United  States  that  at  the  end  of  February,  1836, 
the  Committee  on  Resumption  of  Specie  Payments  in  New 
York  indicated  that  it  was  "absolutely  certain  that 
no  exportation  of  specie  can  take  place,  and  more  than 
a  considerable  influx  may  be  expected."    Mere  was  the 


1.     Adams,  ed.,  V/ri tings  of  Gallatin,  III,  k75i  Report 
of  the  Delec-ates  of  the  yanks  of  the  Citv  of  New 
York  to  the  Bank  Convention  Held  at  New  York  on 
the  27th  of  November  to  1st  December,  1337.  (N.Y. ,1337), 
3-li*. 
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answer,  declared  the  Committee,  to  those  who  had  regarded 
their  ''efforts"  for  an  1  early  resumption  premature. 
The  Tew  York  Journal  3f  Commerce  summed  Tip  the  situa- 
tion in  a  sentence:     "If  the  banks  but  stand  still," 
this  newspaper  sugges ted ,  "  resumption  will  cone  of 
itself."2 

Then  why  did  the  resumpt ionlst s  once  again  re- 
quest government  aid?    Why  not  "stand  still"  as  the 
editor  cf  the  Journal  of  Commerce  proposed? 

The  "protracted  reluctance"  cf  the  banks  of 
Pennsylvania  to  resume  and  the  failure  of  the  Senate 
of  that  State  to  vote  af firmat ively  on  a  bill  requir- 
ing the  banks  to  return  to  the  specie  standard  by  mid* 
Kay i  indicated  to  the  bankers  cf  Rev  York  City  that 
they  would  be  resuming  alone.     This  seened  true  because 
so  many  of  the  nation's  financial  institutions  looked 
to  the  great  Sank  in  Philadelphia  for  leadership.  Thus 
isolated,  any  attempts  of  the  New  York  banks  to  resume, 
bankers  thought,  more  than  ever  would  require  substantial 
assistance  from  the  state.    Otherwise  they  feared  that 
the  people  would  lose  confidence  in  the  banks  because, 
in  resuming  alone,  they  would  be  "exposed  to  specie 
drafts  from  states  in  which  banks  may  still  refuse  to 
pay  their  debts  in  specie."    This  danger  would  limit 


1.    Report  of  the  Committee  on  the  Resumption  of  Specie 
Payments  to  the  Meeting  of  Officers  of  the  3anks  of 
the  City  of  Hew  York,  February  28,  1$33.  Flagg  Pps. 
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the  extent  cf  the  accommodations  that  the  bankers  could 
provide  to  the  community,  and  would  necessarily  restrict 
their  discounts         3  sum  not  much  exceeding  the  amount 
of  their  capital  ar.d  surplus."     uommerclal  and  business 
activities  would  be  stifled  and  resumption  would  r.e re- 
ly constitute  "a  payment  of  ^former  engagements  and  not 
a  resumption  of  banking  business  on  its  ordinary  scale/' 
The  bankers    '.eclarei  that  their  request  for  further 
state  aid  was  base-1,  wore  on  their  concern  for  main- 
taining adequate  accommodations  fcr  their  customers 
than  for  the  "safety  of  the  banks."     They  asked  the 
state  once  more  to  "interpose  its  credit  by  the  issue 
cf  canal  stock  to  be  loaned"  to  the  banks  so  that  they 
could  ""continue  to  accomodate  the  commercial  community 
and. ..prevent  the  great  distress"  that  would  result 
from  unilateral  resumption.* 

The  bankers  believed  that  the  canal  stock,  vhen 
sold  or  pledged,  would  "shield  the  banks  against  the 
apprehended  foreign  demand"  and  would  have  a  great 
"moral  effect"  in  counteracting  suspensionists  pressures 
that  the  Philadelphia  banks  were  expected  to  exert  in 


1.     Gallatin  to  Gov.  William  L.  Marcv,  2C  Varch,  183*. 
Adams,  ed.f  •.•.rltlr.gs  cf  Gallatin,  II,  526-29. 
Adams  emitted  the  signatories  to  the  message  to 
the  Governor.     They  included  Albert  Gallatin, 
Peter  Stagg,  George  Tewbold,  Cornelius  Heyer, 
John  J.  Palmer,  0. '■! . Lawrence ,  F.  V.T.  Edmonds, 
See  Mss. Version  in  Gallatin  Pps. 
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the  approaching  convention  of  bankers,  scheduled  for 
the  11th  of  April.     As  the  time  for  the  convention 
drew  near,  both  sides  engared  in  some  plain  talk. 
3 i idle  issued  his  letter  about  a  week  before  the 
convention  wet.     Gallatin  abandoned  circumlocutions 
and  declared  that  the  United  States  3ark  of  Pennsyl- 
vania was  at  the  heart  of  the  anti-Re-sumptionis  t  move- 
ment.    He  informed  VJlllis  Kali,  Chairman  of  the  Committee 
on  3ank3  in  the  State  Senate,  that  the  question  of  early 
resumption  depended  on  whether  the  "Philadelphia  (and 
particularly  the  JJm  States  Bank)  may  be  induced  to  agree." 

3y  the  first  week  In  April,  Gallatin  declared 
that  the  need  for  a  loan  to  the  banks  depended  entirely 
on  the  policy  of  the  United  States  Hank.     "If  deemed 
necessary  to  specify  the  contingency  on  which  the  stock 
should  be  issued, "  Gallatin  wrote,  "I  say  without  hesi- 
tation, that  it  is  wanted  only  in  case  the  Banks  of 
Philadelphia,  or  to  sneak  with  more  precision,  the 
United  States  3ank  of  Pennsylvania,  should  not  resume 
simultaneously  or  shortly  after  those  of  Hew  York. 

The  resumptionist  New  York  press  attacked  Biddle 
In  language  of  unbridled  sarcasm.     The  Evening  Post 


1.  Adams,  ed.,  Writings  of  Gallatin,  II,  531-2;  Albert 

Gallatin  to  Willis  Hail,  Z8  March,  1836.  Gallatin  Pps. 

2.  Gallatin  to  Jonathan  Goodhue,  5  April,  1833.  Gallatin 

Pps.;  Adams  ed.  ,  Writings  of  Gallatin,  II,  pJiW. 
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declared  that  "He  who  Is  able  to  par  his  debts  and 
will  not,  Is  a  ro?ue;  he  who  cannot,  is  an  Insolvent. 
The  TTew  York  Journal  of  rcnrerce,  seldom  in  agreement 
with  the  Evening  Post,  too*  the  sane  position.  The 
Journal  saw  that  ''cur  mercantile  honor  abroad"  was  on 
the  way  tc  belnc*  sacrificed.    The  -p&per  commented  that 
the  banks  were  either  able  or  unable  to  resume,  and 
noted  that  "but  few  of  then  will  dare  to  say  that  they 
are  unable."    Or,  it  sur^ested  further,  could  the  banks 
Insist  that  they  "were  able  to  pay  and  ret  refuse  to 
pay?"    V.'ould  this  not  ''serve  as  a  bi?n  example  to  uni- 
versal dishonesty?"    The  Journal  expressed  confidence 
that  the  state  would  extend  Its  aid  to  the  banks.  "The 
whole  power  of  the  =m?lre  State  will  be  put  forth  to 
sustain  our  banks,"  it  declared,  "and  through  them 
to  sustain  the  whole  line  of  resumption." 

Almost  to  the  very  day  that  the  convention  net, 
Gallatin,  as  the  leader  of  the  TTew  York  resumptionists , 
continued  to  urge  key  officials  In  the  Legislature  and 
in  the  administration  to  commit  the  state  to  a  oollcy 
of  supporting  the  banks.    Ke  informed  Samuel  3.  Ruirgles, 
Whig  chairman  of  the  Ways  and  Means  Committee  of  the 


1.  11  April,  1838. 
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Assembly,  that  If  his  Coiwiittee  had  decided  to  act  favor- 
ably or.  aid  to  the  banks,  it  would  do  veil  to  act  "at 
once,  in  order  to  produce  the  desired  effect  on  the 
convention."  "There  will  be  found  in  that  body  many 
timid  and  undecided  men,"  said  Gallatin,  "and  the 
knowledge  that  the  creat  state  of  New  York  will  sus- 
tain and  aid  the  resumption  cannot  fail  to  have  a 
powerful  influence...."*    Gallatin  scrupulously  re- 
frained from  any  reference  to  Philadelphia  and  its  banks 
in  his  communication  with  the  V.'hig  Chairman  of  the  Assembly 
Banking  Committee.     In  his  letter  to  Governor  Marcy, 
however,  this  was  a  point  that  Gallatin  stressed:  "The 
want  of  cooperation  on  the  part  of  Philadelphia  alone" 
was  the  basis  of  the  bankers1  request  for  aid,  and  the 
Governor's  immediate  pronouncement  that  it  would  be 
forthcoming  was  needed  to  influence  the  banking  con- 
vention and  to  "encourage  the  timid  and  decide  the 
wavering. " 

Vhen  delegates  from  seventeen  states  and  the 
District  of  Columbia  assembled  at  the  City  Hall  in  Kew 
York,  there  was  no  delegation  from  Philadelphia,  but 
there  was  a  message  from  the  President  of  the  United 


1.  Adams,  ed.,  The  Writings  of  Gallatln,  II,  538-9. 

2.  Ibid.,  II,  539. 


states  Bank  of  Pennsylvania  to  spearhead  the*  anti- 
'  re sur.pt icr.ist*  movement .     There  was  a  message,  too, 
from  Governor  >'arcv  indicating  that  the  Chief  Execu- 
tive of  the  State  of  New  York  approved  lending  the 
credit  of  the  state  to  the  banks  in  order  to  aid  them 
to  resume  specie  payments.    >!arcy  urged  the  Legislature 
to  support  the  banks  of  New  York  with  a  second  loan  of 
canal  stock  based  on  issues  that  would  eventually  be 
required  for  the  enlargement  of  the  Erie  Canal  And  for 
the  completion  of  the  Genessee  and  Black  ^ivcr  canels. 
The  stock  would  have  to  be  issue"  In  any  case,  the  Sev- 
er r.or  declared,  adding  that     •  i,*er.sp  however, 
doubted  whether  the  bank?  wcu  eve  to  pel  on 
this  aid  at  all,    Marey,  however,  tfccttpht  that  it  would 
be  wise  to  have  the  stock  on  hand  " i f. apprehended  emer- 
gencies arise  demanding  its  use." 

The  Governor  did  not  hesitate  to  say  that  the 
United  States  Bank  of  Pennsylvania  was  the  chief  source 
of  the  difficulties  that  the  Now  York  banks  were  en- 
countering in  their  efforts  to  resume  specie  payments. 
Ke  made  specific  reference  to  the  Fhiidelphia  bank  when 
he  urged  that  the  state  "sustain  Ats7  institutions 
against  hostile  attacks  from  whatever  quarter  they  may 
come."    Marcy  alluded  to  the  fact  that  the  capital  of 
the  Philadelphia  bank  exceeded  that  of  all  the  banks 
in  New  York  combined,  and  declared  that  when  the  state 
of  New  York  resumed,  bankers  might  be  reluctant  to  grant 
their  customers  the  usual  accommodations  out  of  fear  of 
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the  "monster. "    To  avoid  a  contraction  of  loan3  ar.d 

discounts  upon  resumption,  the  Governor  advocated  the 

additional  loan  of  state  stock  to  the  banks.  Such 

assistance,  Marey  held,  would  "invigorate  all  branches 

of  industry,  call  forth  the  energies  of  the  state,  and 

give,  an  onward  movement  to  its  business  concerns." 

Failure  to  grant  such  assistance,  the  Governor  warned, 

would  result  in  a  situation  where 

the  public  will  not  be  essentially 
relieved;  the  laboring  class  will 
look  in  vair.  for  their  accustomed 
employment;  most  kinds  of  agricul- 
tural products  will  decline  in  price; 
our  manufacturing  establishments  can- 
not be  put  in  successful  operation; 
various  branches  of  mechanical  busin- 
ess will  be  deprived  of  a  wholesome 
degree  of  encouragement;  trade  will 
continue  in  its  depressed  condition; 
the  disorders  of  the  currency  will  be 
but  partially  removed,  and  the  im- 
moral practices  which  spring  from 
3uch  disorders,  will  be  but  partial- 
ly remedied. 

?-!ew  Yorkers,  r-'arcy  declared,  looked  to  the  state  to 
"stand  forth  in  its  strength,  and  by  the  use  of  its 
credit,  and  the  sanction  of  its  name. .. shield  its  in- 
stitutions and  its  citizens  from  harm."* 

The  Governors  message  was  no  match  for  the  pressure 
exerted  on  the  banking  convention  from  Philadelphia.  The 
convention  rejected  an  early  resumption  as  advocated  by 


1.    RYS.  Ass.Docts.,  61  Sess.,  VI,  3U1. 
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the  r.eu  Yorkers,  and.  In  effect,  endorsed  Biddle^a  thesis 
that  "the  great  restorer  wa  a  tir.e/     It  recommended  the 
relatively  distant  date  of  January,  1639,  for  resumption 
by  the  basics,  and  thereby  administered  a  major  defeat 
to  the  banking  community  end  the  state  administration 
cf  Kew  York.1 

To  rerard  the  struggle  on  the  floor  of  the  con- 
vention as  o  clash  between  "Chestnut  Street"  and  "Wall 
Street"  is  to  oversimplify  and  distort  the  picture. 
"Wall  street"  did  not  embrace  the  entire  business  com- 
munity of  New  York,  nor  did  it  represent  it.     If  any- 
thing, !"ew  York  businessmen  were  divided  or  the  Issue 
of  resumption  and  Ticholas  Siddle  rot  strong  support 
from  what  largely  appears  to  be  Whig-oriented  business- 
men in  !?ew  York  City,  who  opposed  the  alliance  of  the 
state  administration  and  resumptionlst  bankers. 

Whigs  in  the  New  York  Assembly  assailed  Governor 
Karcy!s  proposal  for  aid  to  the  banks.     They  declared 
that  he  had  raised  the  question  of  the  United  States 
3ank  for  purely  political  reasons.     Having  Joined  in 
the  universal  condemnation  of  3iddle's  letter,  they 
felt  free  to  denounce  Karcyfs  attack  on  the  Bank  es 


1.     The  Financial  Re=*igter  cf  the  United  States;  De- 
vcted  Chiefly  to  7insr.ee  and  Currency  and  to 
SanTcTng  ancs  Commercial  Statistics.  (rn2a.t  1838) , 
IT,   
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shrewdly  designed  to  divert  "the  attention  of  the  people 
from  the  error?  of  the  national  administration  to  a 
supposed  issue  between  the  banks  of  this  state  and  that 
of  the  Pennsylvania  Bank  of  the  United  States."  The 
proper  attitude  for  New  Yorkers  towards  the  Pennsyl- 
vania Bank  was  one  of  cccl  indifference,  which  the 
Governor  of  the  state  had  failed  to  assure: 

This  legislature  knows  that  institu- 
tion Abe  United  States  Bank  of  Fer.n- 
svlvarla/  as  one  created  by  the  state 
in  wMch"'  it  is  located,  for  the  ad  van-  ' 
tares  of  its  own  citizens.    With  it, 
the  people  of  this  state  have  no  common 
interest,  end  4  ..ey  certainly  look  to  it 
for  no  favor,  as  it  would  be  unworthy 
of  them  to  regard  it  with  any  fear. 
While  the  committee  regard  as  presump- 
tuous and  indefensible  the  suggestion 
made  in  a  recent  publication  by  the 
president  of  that  bank  that  this  Leg- 
islature shall  depart  from  its  settled 
policy  in  rerard  to  the  period  fixed 
for  the  resumption  of  specie  payments 
by  our  state  banks,  and  giving  notice 
to  the  world  of  the  course  that  he  shall 
nersue  (sic),  if  it  shall  not  comply 
with  his  suggestion,  they  cannot  view 
with  greater  favor  the  language  of 
jealousy  and  suspicion  contained  in  the 
srecial  message  of  his  Excellency  /Gov- 
ernor Marcy7  in  regard  to  that  pubTic- 
cation.     THey  see  in  both  the  publication 
and  the  message  only  cause  to  regret  the 
errors  of  policy  which  have  thus  fear- 
fully provoked  conflicting  interests 
and  excited  recriminations. 

The  Whigs  in  the  Assembly  wsre  opposed  to  the 

Governor's  plan  on  another  count.     They  maintained  that 

the  six  to  eight  million  dollars  of  stock,  along  with 


the  stock  that  had  been  issued  earlier  that  year  to 


the  banks,  would  scarcely  suffice  If  the  banks  of  New 
York  resumed  alone  and  if  they  had  to  "redeem  net  only 
their  own  bills,  but  those  of  700  banks  of  the  whole 
union. ..."    Koreover,  they  h*ld  that  the  Governor's 
plan  involved  a  dangerous  expansion  of  the  functions 
of  the  Commissioners  of  the  Canal  Fund,  which  consti- 
tuted a  danger  to  the  welfare  of  the  State,    The  Com- 
mittee regarded  Marcy's  proposal  as  "Inconsistent  with 
the  Interests  of  the  *tate"  and  they  felt  that  their 
approval  of  the  plan  would  be  an  improper  exercise  of 
"their  legislative  functions,"    For  did  not  the  plan 
"devolve  upon  the  Canal  Board,"  consisting  cf  "sub- 
ordinate and  merely  administrative  officers" 

so  vast  ani  dangerous  a  delegation 
cf  sovereign  power,  as  that  of  Issu- 
ing stocks,  or  pledging  the  credit 
of  the  state  at  their  pleasure,  and 
according  to  their  sense  of  the  im- 
portance of  any  public  contingency, 

that  it  posed  a  dancer  to  the  state?^ 

But  while  the  Whigs  upbraided  the  Governor  for 

not  displaying  an  appropriate  remoteness  towards  the 

Thiladelphla  bank,  It  is  not  too  certain  that  they 

were  as  unconcerned  as  they  pretended  to  be.     They  did 

express  the  hope  that  the  hostile  attitudes,  which  New 

York  and  Pennsylvania  had  assumed  towards  each  other, 


1.    NYS.  Ass. Poets. ,  61  Sess.,  VI,  Doc. #352.  April  17,1838. 
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would  scon  be  relaxed  and  took  the  opportunity  to 
ascribe  the  conflict  that  had  arisen  between  the 
business  communities  of  the  two  states  to  the  failure 
of  the  national  government  to  act  in  the  emergency. 
It  became  apparent,  however,  that  the  Vhigs,  too,  were 
uncertain  how  far  the  unpredictable  Biddle  Right  go, 
when  after  rejecting  farcy's  plan  for  aid  to  the  banks, 
they  declared  that  if  New  York  had  to  resume  specie 
payments  alone  "without  concert  with  those  /Banks/  of 
other  states  and  exposed  to  their  hostility*  they 
would  then  advise  the  Governor  to  reconvene  the  Leg- 
islature for  purposes  of  considering*  what  further 
steps  ought  to  be  taken. 

The  separate  bills  that  the  Senate  and  the 
Assembly  fashioned  for  the  relief  of  the  banks  had 
little  to  do  with  the  immediate  problem  and  much  to 
do  with  the  impending  election.    There  vas  no  possi- 
bility that  a  Whig  Assembly  and  a  Democratic  Senate 
could  agree  on  a  financial  issue  that  found  even  the 
business  community  divided.     Hence  the  Senate  sought 
to  embody  the  spirit  of  the  long  war  on  the  Second 
National  Bank  in  the  3ixth  clause  of  the  bill  that  it 
wrote.     This  bill,  which  contained  the  Governor1 I  basic 
proposal  for  a  loan  of  stock  to  the  banks,  required 
that  any  bank  seeking  to  borrow  such  stock  would  have 
to  prove  in  writing,  to  the  satisfaction  of  the 
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Commissioners,  that  the  loan  was  necessary  to  sustain 
the  bank  "against  hostile  operations  of  any  non-specie 
paying  bank...cf  any  other  state  or  country. . . ."^ 

The  Vfhigs  of  the  Assembly,  who  had  made  their 
cool  detache?  view  of  the  United  States  Sank  of  Penn- 
sylvania well  >novn,  felt  that  this  was  an  intolerable 
suggestion.     They  proposed  a  bill,  instead,  that  bore 
the  appearance,  but  lacked  the  substance,  of  resumption, 
in  keeping  with  their  suspensionist  proclivities.  The 
bill  authorized  specie  paying  banks  to  issue  pest  notes 
up  to  a  stated  maximum,  for  a  period  of  two  years  in 
denominations  of  not  less  than  $100,  with  each  note 
payable  within  twelve  month?  of  issue.     In  addition, 
the  bill  provided  that  the  banks  of  the  state  could 
subscribe  to  such  canal  stock  as  may  be  issued  for 
the  construction  of  internal  improvements,  nand  to  dis- 
pose and  sell  of  such  stocks."    The  Assembly's  bill 

2 

made  no  provision  to  lend  canal  stock  to  the  banks. 

The  expected  stalemate  ensued  in  the  Legislature 
and  doomed  the  Governor's  program  for  aiding  the  banks 
of  the  state  on  the  basis  of  Is  credit.     "With  shame, 
mortification  and  regret,"  the  New  York  Journal  of  Commerce 
reported  to  its  readers  that  the  administration's  bill 

1.  Quoted  in  Albany  Evening  Journal ,  April  28,1838, 

2.  NYS. Ass. Poets. ,  61  Sess.,  VI,  No. 35k,  1-3. 
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had  been  lost.     Blurring  the  issues  that  were  at  stake, 
this  rarer  ascribed  the  defoat  of  the  bill  to  politics.1 
Other  racers  were  more  searching  in  their  analysis,  not 
so  much  because  they  were  anxious  to  ferret  out  the 
truth,  but  beceuse  they  hoped  to  ferret  out  some  votes 
in  the  next  election0     A  great  debate  ensued  between 
the  Albany  i.rrus ,  "mouthpiece  of  the  Regency,  and  the 
Albany  Zvenlr.sr  Journal,  edited  by  Thurlow  Veed,  who 
by  this  tiir.e  wes  well  on  his  way  towards  manufacturing 
a  Whig  Governor  for  the  state  of  New  York.     The  Argus 
cited  the  claim  of  the  New  York  American,  a  Whig  paper, 
that  declared  that  Ruggles  and  King  had  committed  their 
party  to  support  a  measure  that  would  have  authorized 
the  banks  to  subscribe  to  state  stocks.     According  to 
the  Arrus,  the  American  had  described  this  measure  as 
one  that  would  have  aided  the  banks  in  a  manner  compar- 
able to  the  arrangement  for  aid  that  had  been  worked  out 
in  October,  1637.     The  Governor  then  turned  his  back 
on  this  agreement,  the  Whig  newspaper  claimed,  and  in-, 
stead,  approved  the  Senate  bill  that  contained  the 
"infamous"  sixth  clause.     Governor  Karcy  and  Comptroller 
Plagg  had  violated  the  bipartisan  agreement,  claimed  the 
American,  not  Ruggles  and  King. 


1.    New  York  Journal  of  Commerce,  20  April,  1838. 
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The  Arras  set  about  clarifying  certain  alleged 
distortions  in  the  story  that  the  Whig  paper  had  pub- 
lished.    It  explained  that  when  the  "most  respectable 
merchants  and  businessmen  in  New  York"  requested  the 
interposition  of  the  stateMto  sustain  the  institutions 
of  the  trade  and  commerce  of  the  state. ..in  the  crisis 
of  the  resumption  of  specie  payments  by  the  banks," 
they  asked  for  a  loan  of  the  state's  stocks,  not  the 
right  of  the  banks  to  subscribe  to  such  stock.  Essen- 
tially, what  the  bankers  sought  to  "procure"  was  the 
"credit  of  the  state"  in  aid  of  the  banks,  and  for  the 
purpose  of  achieving  this  end,  Ruggles  and  King  had 
reached  an  agreement  with  the  Governor  and  the  Comp- 
troller which  Ruggles  had  forthwith  published  in  the 
columns  of  the  New  York  American.     The  Argus  quoted 
Ruggles1  message  to  the  American,  which  summarized 
Karcy's  recommendation  to  the  Legislature  and  which 
indicated  that  there  would  be  bipartisan  support  of 
this  recommendation  as  soon  as  it  was  ascertained 
"that  the  Pennsylvania  bffnks  will  not  resume  specie 
payments."    Ruggles  had  declared  that 

THE  GOVERNOR  WILL  BE  FULLY  SUSTAINED 
BY  BOTH  PARTIES  IN  BCTH  HOUSES . .  .  the 
stock  is  to  be  loaned  to  the  banks  until 
the  avails  shall  be  wanted  from  time  to 
time  to  prosecute  the  public  works. 

The  friends  of  an  honest  resumption  may 
rest  assured  that  the  Governor  and  his 
party  are  fully  determined  to  do  their 
duty—  of  course,  the  Whigs  will  do 
theirs. 

What  had  altered  this  forthright  commitment  of 
these  two  leadlntr  liTM  rre  *>     TV»a  A-rcm«  mo^telrA^  4->»o* 
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Huggles1  bipartisanship  was  enunciated  when  Diddle1 s 
"influence  had  not  extensively  pervaded  the  Assembly," 
despite  the  fact  that  the  banker1 s  position  on  resump- 
tion had  been  known.     Soon  after,  Karcy's  program  had 
"alarmed  the  money  autocrat";  Piddle  issued  his  "mani-  . 
festo"  and  gone  was  the  "patriotism. . . of  the  Whig 
members  of  the  Assembly"  and  they  all  "ranged  themselves 
under  the  banner  of  the  Irredeemable  paper  party."  The 
Arrus  embellished  its  account  by  describing  the  anguish 
of  Ruggles  and  King  a3  they  abandoned  their  connection 
and  commitments  to  embrace  the  party  line;  they  "yielded 
with  reluctance,  and  after  a  painful  struggle,"  and 
abandoned  the  measures  of  relief  that  "the  merchants 
and  businessmen  of  I'ew  York  had  requested  of  the  legislature. 

The  Argus  marshalled  Journalistic  opinion  from 
various  parts  of  the  state  to  indicate  the  widespread 
support  that  could  be  found  among  newspapers  for  the 
administrations  policy  on  resumption.     It  published 
the  most  pertinent  extracts  of  a  dozen  papers  in  one 
issue,  which  together  constituted  the  Democratic  attack 
on  the  Whig  policy  in  connection  with  state  aid  to  the 
banks.    The  Orange  County  Independent  Pepubllcan  reflected 
on  the  "astonishment"  that  "capitalists  of  England"  would 


1.     Daily  Albany  Argus,  25  April,  16*38. 
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show  when  they  learned  that  the  small  banks  of  New 
York  had  resumed  and  ''the  regulator  of  the  currency, " 
the  United  States  Bank  of  1 enn3ylvania ,  remained  "the 
great  head  of  irredeemable  paper  issues."    The  V/est- 
Chester  Spy    condemned  post  notes  as  an  extension  of 
suspension,  and  advocated  the  loan  of  canal  stock 
"required  for  the  completion  of  the  public  works  of 
the  state"  to  the  banks  to  enable  them  to  resume 
despite  the  position  of  Biddle.     The  TTlster  Republican 
challenged  the  Whigs  to  "tear  off  their  veil  of  dupli- 
city," declare  their  "yearnings  for  a  national  bank... 
and  confess"  their  willingness  to  "prostrate  commerce, 
annihilate  trade  and  sink  the  country  in  misery  in 
order  to  achieve  their  objective,"     By  contrast,  the 
Plattsburg  Republican  saluted  the  C-overnor  for  "throw- 
ing" thVsfrield  of  public  credit"  in  front  of  the  bank- 
ing institutions  of  the  state  in  order  to  protect  "our 
altars  and  our  firesides  against  the  threatened  attack 
of  foreign  institutions...."1 

The  Albany  Evening  Journal  employed  the  3ame 
technique  as  the  Argus  and  culled  excerpts  from  Whig 
papers  that  presented  most  vigorously  the  Whig  point 
of  view.    The  Journal  cited  the  Poughkeepsie  Eagle's 
call  for  a  "political  revolution;"  it  echoed  the  Eagle's 


1.     Daily  Albany  Argus,  15  Kay,  I838. 
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exhortations  for  preparations  for  the  "Scvenber  election" 
which  ''would  permit  'low  Yorkers  to  seek  redress  through 
the  ballet  toxe^."    The  Journal  reprinted  the  Zagle's 
article  in  which  the  Poughkeepsic  paper  upheld  its 
party* s  post-note  policy,  approved  authorization  of 
the  banks  to  subscribe  to  state  stocks  and  condemned 
"the  demon  spirit  of  loco-f ocoism*  responsible  for 
the  Senate's  bill  that  required  would-be  borrowing 
banks  to  testify  to  their  own  unstable  conditions. 
After  a  bank  "has  established  its  insolvency,"  the 
Pout-rhkeensie  ^arle  declared,  "it  ray  receive  9  little 
aid  provided  the  Commissioner a  of  the  Canal  Fund,  alias 
the  Albany  Regency,  see  fit  to  grant  it...."    Would  any 
bank,  "not  rotten  and  v:orthles  s.  •  •  take  a  dollar  of 
stat9  stocks  upon  the  degrading  conditions  here  offered.. 
Obviously,  the  proposal  to  aid  the  banks  that  the  Senate 
advanced,  according  to  the  Whigs,  was  pure  sham.^  The 
Long  Island  S tar,  apologizing  for  the  obvious  pun,  de- 
clared that  the  Governor  and  the  Senate  wanted  to  "put 
our  state  in  the  stocks —  in  humiliation  and  in  tribu- 
lation when  the  people  were  looking  for  relief....11 
The  Journal  Presented  its  own  version  of  the 
story  of  how  the  plan  for  bipartisan  action  on  resumption 

1.    Albany  Evening  Journal,  25  April,  1838. 
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had  broken  down.     Ruggles  and  King  had  conferred  with 
Governor  >'arcy  and  Comptroller  Flagg,  it  conceded, 
and  the  v,higs  had  acted  in  their  customary  spirit  of 
"frankness  and  magnanimity ; "  the  Democrats,  on  the 
other  hand,  had  resorted  to  their  usual  "craft  and 
selfishness."    Apparently,  the  Journal  sought  to  have 
its  readers  conclude  that  it  was  impossible  to  reach 
a  working  agreement  with  Democrats  because  of  the  fact 
that  they  operated  on  such  a  low  ethical  level. 

Like  the  Whigs  in  the  Assembly,  the  Journal  con- 
centrated on  the  vast  amount  of  power  that  the  Senate 
bill  proposed  to  vest  in  the  Commissioners  of  the  Canal 
Fund  and  the  requirement  that  banks  present  evidence  of 
hostile  activities  against  them  by  an  out-of-state  bank, 
before  they  would  be  eligible  for  aid.    The  Senate  bill, 
"so  corrupting  in  design"  was  clearly  what  was  to  be 
expected  of  a  "Van  Buren  3 ante  Committee  in  the  Senate." 
Could  Governor  Marcy  have  expected  Huggles  and  King  to 
support  such  a  bill?    "Could  any  man  other  than  the 
collared  minions  of  Van  Buren,  thus  prostitute  his 
vote?"    Moreover,  a  close  examination  of  the  Senate 
bill  revealed  that  the  distribution  of  stock  would  be 
vested  in  the  Commissioners  who  would  be  free  to  place 
their  own  value  on  them.     "Were  all  the  banks... to 
receive  a  portion  of... stocks?    By  no  means,"  declared 
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the  Journal,  and  for  perfectly  good  reason. 

The  party  would  have  made  nothing 
out  of  such  an  operation.  That 
would  have  been  too  fair  and  ea.ui- 
table.     The  Commissioners  were 
authorized  to"distributen  the 
stocks  among  the  applicant  banks 
"in  such  manner  and  at  such  prices" 
a?  they  deemed  properl     The  people 
of  this  state  are  familiar  with  the  . 
Regency  mode  of  "distributing"  stock. 

The  newspaper  war,  essentially  a  war  for  votes, 

tended  to  obscure  the  economic  facts  that  would  hurry 

the  ITew  York  banks  back  to  the  snecie  standard.  Even 

before  the  second  banking  convention  assembled  on  April 

11th,  the  Mew  York  Journal  of  Commerce  declared  that 

the  conditions  of  international  exchange  had  altered 

to  such  an  extent  that  the  country  was  already  beginning 

to  receive  specie  from  abroad.     Quoting  the  Albany  Even* 

ing  Journal,  the  Journal  of  Commerce  pointed  out  that 

"specie  is  flowing  into  the  country  so  profusely  that 

all  sound  banks  have  it  in  their  power  to  redeem  their 

promises  to  the  people...."    heedless  to  say,  this 

paper  declared  that  such  banks  should  be  required  to 
2 

do  so."      The  same  paper,  while  commending  the  Governor 
for  his  "honorable"  message  that  urged  assistance  to 
the  banks,  reassessed  its  significance  by  the  13th  of 


1.  Albany  Evening  Journal,  2$  April,  1838. 

2.  11  April,  1838. 


April  and  declared  that  the  message1 s  importance  was 
based  or.  Its  usefulness  In  lifting  public  morale.  The 
banks,  decared  the  Journal  of  Commerce,  would  never 
need  the  assistance  that  the  Governor  asked  for,  but 
the  message  was  useful  "in  quieting  the  misgivings 
of  the  timid."  "ftesunption" f  however,  the  paper  de- 
clared, "will  come  of  itself  and  under  the  guidance 
of  laws  of  higher  authority  and  more  resistless  force 

til 

than  any  acts  of  the  legislature. 

Less  than  a  week  later,  the  brokerage  house  of 

Prime,  Ward  and  King  corroborated  the  judgment  of 

the  newspaper.     "?or  the  information  of  the  banking 

convention,"  Frime,  Ward  and  King  informed  Gallatin 

that  the  Bank  of  England  had  decided  to  send  a  large 

amount  of"fcfs  in  scecie"  to  the  United  States,  and 

2 

that  ^100,000  had  already  reached  New  York.  The 
following  day,  tve  Journal  of  Commerce  reported  the 
arrival  of  almost  ^1, £00, 000  in  specie  from  England 

and  Prance,  entitling  the  article  with  the  eye-catching 

f 

phrase,  ^Specie  by  wholesale."    But  the  million  and  a 
half  represented  "a  mere  pittance  compared  with  what 
is  yet  to  come,"  declared  the  Journal.  The  Bank  of  Eng- 
land, through  the  agency  of  Baring  Brothers,  had 


1.  13  April,  1838. 

2.  Prime,  Ward  and  King  to  Gallatin,  16  April,  1833. 

Gallatin  Pps. 
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decided  to  send  fcl,00C,CC0  in  specie,  the  paper  went 
1 

on  to  say. 

The  laws  of  higher  authority  that  the  Journal 
had  referred  to  involved,  in  part,  the  stake  that 
British  rar.ufacturers ,  bankers  and  exporters  had  in 
Ar.gl-Ar.erican  trade,  a  stake  which  was,  of  course, 
considerable.     The  United  States  was  Britain's  best 
customer,  and  it  was  to  this  country  that  many  English- 
men had  looked  and  would  continue  to  look  for  many  more 
years,  as  an  area  of  potential  Investment.    The  catas- 
trophe of  1837  made  the  outlook  for  Englishmen  involved 
directly  or  indirectly  in    .Anglo-American  trade  seem 
dismal.     The  London  Times  pointed  cut  that  Americans 
would  be  required,  fcr  several  years,  to  diminish  the 
debts  that  they  owed  to  foreigners.     This  would  mean 
that  they  would  have  to  export  their  produce,  mostly 
cotton,  and  to  realize  good  prices  for  the  crops  during 
1935  and  1339.    Meanwhile,  they  would  be  required  to 
practice  a  kind  of  austerity  and  avoid  importation  of 
English  manufactures  "beyond  the  actual  wants  of  the 
country."    This,  indeed,  posed  unpleasant  prospects 
for  the  British  manufacturer  and  exporter     While  such 
austerity  might  well  solve  the  problems  of  the  United 
States  as  a  debtor  nation,  the  Times  commented,  if  the 


1.    New  York  Journal  of  Commerce,  17  April,  1838. 
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plan  succeeded  "it  is  a  very  bad  omen  for  the  manufac- 
turing interest  of  England."1 

Export  of  specie  from  'treat  Britain  to  the  United 
States  was  expected  to  solve  the  immediate  problem  of 
resumption  as  a  preliminary  tc  restoring  Anglo-American 
trade  to  a  more  normal  condition.     The  House  of  Baring 
that  shipped  the  rold  declared  that  the  influx  of  specie 
would  enable  the  banks  of  New  York  "to  resume  specie 
payments  and  to  maintain  them."    It  would  provide  the 
Incentive  for  banks  of  other  seaport  towns  to  fellow 
the  example  of  the  Kew  Yorkers,  so  that  the  immediate 
effect  would  be  to  "place  the  trade  upon  a  securer  foot- 
ire,  .res  tore  confidence. . .end  diminish  the  pressure 
which  the  fears  of  the  banks  and  their  consequent  re- 
ductions of  issues  must  produce."     James  3.  Kine  of 
Prime,  Ward  and  Kin?*,  Judged  that  the  rcld  could  not 
have  arrived  at  a  mere  propitious  time,  considering  the 
violence  of  Biddle's  assault  on  the  resumpt ionis t  move- 
ment as  embodied  in  his  letter  to  Adams.    According  to 
King,  the  purpose  of  Biddle's  letter  was  to  undermine 

the  movement  for  resumption  for  which  "the  labors  of  the 

2 

Best  Heads  in  New  York  and  3oston  had  been  exerted." 


1.  London  Times,  12  April,  1638. 

2.  Ralph  V/.  Hldy.  The  House  of  Baring  in  American  Trade 

and  Finance  ( Cambridge,  l^kV ) ,  2hUl  For  the  use  made 
of  this  larre  sum,  see  Hidy,ibid. 
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William  S.  Cru ft,  a  businessman  from  Boston,  who 
was  in  England  in  1333,  assessed  the  British  interest 
in  American  resumption  and  related  it  to  Angle -American 
trade.     The  "deranged  trade"  in  the  United  States  had 
contributed  to  the  depressed  condition  of  the  "manu- 
facturing districts"  in  England,  which  he  described 
as  beir.c  "in  a  state  of  paralysis."     Cruft  believed 
that  this  condition  would  continue  until  the  American 
banks  resumed  specie  payments*      Cruft1 s  analysis  was 
supported  two  years  l^ter  by  two  directors  of  the  rank 
of  Enrland,  John  Horsley  Palmer  and  Gecrre  varde  Korman. 
At  that  time,  Palmer  and  Kcrman  testified  before  an  in- 
vestigatory committee  of  Parliament  on  the  specific 
questbn  of  the  export  of  bullion  to  the  United  States 
in  1538.     Palmer  held  that  this  export  was  a  profitable 
undertaking,  cominr  at  a  time  when  exchange  had  fallen 
in  England  and  American  imports  had  almost  ceased.  3ut 
aside  from  the  matter  of  profit,  he  stressed  the  desir- 
able effect  that  the  move  had  in  hastening  the  resumption 
of  specie  payments  in  America.     Resumption,  the  witness 
held,  was  an  antecedent  step  to  recovery  in  the  American 
import  trade,  which,  he  avowed,  was  a  matter  of  crreat  inter- 
est to  British  manufacturers.    When  Palmer  was  specifically 


1.    V.'illiam  S.  Cruft,  to  George  Newbold,  16  Kay,  1838. 
Kewbold  Pps.  :  London  Times,  11*  March,  18*39. 
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asked  if  the  purpose  of  exporting  specie  to  America 
was  to  revive  Anglo-American  trade,  he  categorically 
affirmed  that  it  was  so. 

Further  testimony  offered  by  George  Varde  Norman 
confirmed  much  that  Palmer  had  asserted.     Tr.  addition, 
however,  Norman  indicated  that  the  decision  to  send  gold 
to  Aaerica  had  been  reached  as  a  result  of  representations 
made  to  the  Bank  of  England,  which  emphasized  the  great 
henefits  likely  to  accrue  to  English  commercial  interests 
from  a  restoration  of  credit  in  America.     Tlorman  explained 
that  Americens  had  incurred  a  larre  indebtedness  to  the 
Bank  of  England  as  a  result  of  advances  made  by  that  in- 
stitution to  American  houses  in  Enrland.     The  restora- 
tion of  American  credit,  based  on  a  loan  of  3ritish 
bullion,  was  expected  to  revive  the  languishing  Anglc- 
American  trade  and  also  to  hasten  the  repayment  of 
"large  sums''  owed  by  Americans  to  English  cred±ors, 
among  whom  the  Dank  of  England  was,  .admittedly,  one 
of  considerable  importance.^    Norman  pointed  out  that 
many  American  houses  had  frozen  assets  that  could  be 
thawed  easily  by  means  of  English  assistance.  Fortun- 
ately, the  Bank  of  England  was  particularly  well  situ- 
ated to  act  at  this  time.    It  had  an"abundant  stock 


1.    Kew  York  Journal  of  Commerce,  25  October,  1837. 
"A  large  amount  of  the  protested  bills  on  the 
Anglo-American  houses  came  into  the  possession 
of  the  bank  so  that  the  institution  is  to  a 
very  great  extent,  the  creditor  of  our  merchants." 
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of  rold  available,"  as  Norman  indicated,  and  this  was 
undoubtedly  the  r.ost  Important  slnrle  factor  which  led 
it  to  invest  in  a  rrcject,  the  purpose  of  which  was  to 
stimulate  American  economic  recovery.^- 

The  !!ew  York  banks  resumed  specie  payments  with  the 
formidable  assistance  of  the  Bank  of  England,  but  only 
after  it  became  clear  that  the  state's  administration  had 
adopted  an  economic  oolicy  of  its  own  that  was  based  on 
support inc  the  banks  and  the  economy  with  the  resources 
that  the  Canal  Fund  had  provided.    Whig  opposition  to 
the  administration's  program,  based  in  part  on  tra- 
ditional political  ties  and  in  part  on  the  immediate 
stake  that  some  businessmen  had  in  suspension,  pro- 
vided successful  opposition  to  the  proposel  that  the 
state  lend  its  credit  to  the  banks  for  a  second  time. 

The  state  had  used  the  credit  of  the  Canal  Fund 
on  one  occasion  "to  shield  its  institutions  and  its  citi- 
zens from  harm,"    Whig  opposition  to  a  repetition  of  this 
process  did  not  mean  that  the  Whig  party  was  actively 
enc-ared  in  seeking  to  diminish  the  role  of  the  state 
in  the  economy.    When,  the  following  yeer,  the  Whi^s 
assumed  control  of  the  state,  they  embarked  on  a  new 
era  of  internal  improvements  that  included  public  sup- 
port for  railroad  construction.     Prophet  of  this  new 


1.  Great  Brit.  Parliament.  Sessional  Papers  (lSkO),  Vol. 
IV,  Reoort  from  Select  Committee  on  ^anks  of  Issue, 
132^-ljjJ,  TS&ZGT.  —  
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era  was  Williare  K.  ceward,  the  new  Whig  Governor,  and 
trreat  admirer  of  both  John  Qnincy  Adar.s  and  ^e-itt 
Clinton,  whose  enormous  enthusiasr:  for  public  enter- 
prise earned  hire,  before  his  administration  terminated, 
the  sobriquet  of  "  ^O.CCO.COC  debt  Seward." 
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COKCLuT-TON. 

Considered  In  its  historic  context,  the  active 
participation  of  the  state  ir.  the  economy  during  the 
period  under  consideration  seer.s  so  reasonable  that 
any  ether  course,  ever  as  late  as  the  lc50,s,  would 
have  appeared  extraordinary  to  T'ew  Yorkers.  The 
ecor.or.Ic  traditions  that  were  inherited  Tron  the 
Tolonial  Period  were  rncrcar.t  ilis  tic  in  spirit  and 
in  character;  within  the  framework  of  these  traditions 
enterprising  men  were  ace:? tomed  zc  function,  pursuing 
their  objectives  of  individual  ^*ain  under  the  pro- 
tection, and  often  with  the  assistance,  of  the  state. 

The  state  could  assint,  too,  with  necessary 
"social  overhead  capital,"  so  expensive  and  so  far 
beyond  the  capacities  of  private  capital,  as  the  ex- 
perience with  the  Western  Inland  Lock  ^avi^ation  Com- 
pany indicated.    The  state  assumed,  therefore,  the 
burden  of  const rue  ting  and  operating  the  Erie  and 
Chanplaln  canals,  and  when  these  proved  profitable, 
the  tradition  of  Investing  public  funds--  in  this 
case,  the  surplus  revenues  of  the  Canal  Fund--  in 
the  private  sector  of  the  economy  wes  continued. 

The  shortage  of  capital  that  prevailed  generally 
throughout  the  period  was  the  most  important  single 
force  that  contributed  to  the  continuation  of  this 
tradition;  it  was  this  force  more  than  any  other  that 
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converted  the  Canal  Fund  Into  a  development  bank, 
despite  the  misrivir.cs  of  sore  of  the  state  officials 
who  were  immediately  involved  ir  the  process. 

The  altered  nature  of  the  Canal  Fund  meant  that 
the  Commissioners  would  make  decisions  on  the  basis  of 
conditions  that  extended  far  beyond  the  immediate  ques- 
tion of  the  security  of  the  Canal  Fund,  or  their  res- 
ponsibility for  financing  the  operation    and  the  ex- 
pansion of  the  canal  system.     Because  the  way  they 
distributed  their  resources  among  the  banks  of  the 
state  effected  the  cour?e  of  business  and  economic 
development ,  the  Commissioners  mere  and  more  benan 
to  make  their  decisions  and  formulate  their  policies 
with  reference  to  their  probable  effect  on  the  economy. 
Hence,  during  the  Panic  of  1?3U>  the  Cornels sicners ,  des- 
pite their  desire  to  retire  outstandinr  canal  stock  as 
rapidly  as  possible,   -overned  their  actions  instead  in 
response  to  the  credit  stringency  that  prevailed  through- 
out the  state  and  the  nation.    Father  than  intensify 
the  severity  of  the  oanic,  the  Commissioners  abruptly 
halted  further  redemption  of  their  stock  so  that  they 
would  be  relieved  of  the  necessity  of  making  large 
withdrawals  from  the  banks. 

The  Commissioners  resorted  to  the  same  procedure 
for  similar  reasons  following  the  great  fire  of  1835  in 
New  York  City.    Cnce  ao*ain  they  abruptly  reversed  their 


359 


policy  of  redeeminr  outstanding  stock  in  order  to 
avoid  drawing  heavily  on  the  city's  banks.  Even 
rore  Important  In  their  plan  to  aid  the  stricken 
city  was  the  effort  that  the  Corliss  loners  made 
to  redistribute  sore  of  their  resources--  revenues 
from  the  Chenango  Canal  loan  and  surplus  revenues 
from  tolls  loaned  and  deposited  in  upstate  banks— 
in  a  way  that  would  increase  the  amount  of  credit 
that  city  bank??  could  make  available  to  businessmen 
in  New  York.     The  popular  outcry  arainst  such  an 
arrangement  in  the  Chenango  Valley  and  in  counties 
alone  the  line  of  the  Erie  Canal  forcibly  demonstrates 
the  importance  that  people  In  these  areas  attached  to 
the  Canal  Fund's  function  as  a  development  bank. 

Implicit     ir  many  of  the  acts  and  pronouncements 
of  the  Commissioners  was  the  clear  understanding  that 
New  York's  wa3  an  underdeveloped  economy,  one  essen- 
tially dependent  upon  outside  sources  for  investment 
capital.     For  this  reason,  it  seemed  to  be  a  matter  of 
transcendent  importance  that  the  credit  of  the  state  re- 
main unshaken  during  the  Panic  of  1337,  when  the  banks 
throughout  the  country  suspended  specie  payments.  The 
Commissioners  were  determined  to  continue  the  quarterly  in- 
terest peyments  on  the  outstanding  canal  stock,  and  it  was  for 
the  purpose  of  making  certain  that  the  required  amount 


of  specie  Mould  be  available  on  July  1,  1~37,  that 
Zonptroller  Placf  issued  his  "little  specie  circular* 
to  the  banks.     Plasrg  watched  hi?  hoard  of  specie  crow 
over  a  cericd  cf  weeks,  and  it  was  or.  a  note  of  triumph 
that  he  announced  that  the  rcmmissior.ers  had  succeeded 
ir  accumulating  the  necessary  amount  for  the  payment 
cf  the  quarterly  interest.     Albert  sallatin  hailed  the 
state  for  its  determination  to  maintain  its  credit  and 
declared  that  to  do  so  was  a  matter  of  momentous  im- 
portance, net  only  for  the  state  but  for  businessmen 
as  well. 

having  shielded  the  state,  the  Jommissloners  ad- 
dressed themselves  to  the  task  cf  buttressing  the  banks 
by  a  loan  cf  canal  stock.     This  step,  desimed  to  pre- 
serve the  specie  reserves  of  the  banks,  demonstrated, 
too,  that  resumptionist  bankers  and  members  of  the  ad- 
ministration in  !'ew  York  acreed  that  economic  recovery 
and  future  economic  development  required  that  they  con- 
form to  financial  standards  determined  in  London.  Even 
more  important,  the  administration's  willingness  to 
back  the  banks  illustrated  how,  in  an  underdeveloped 
economy,  the  need  for  outside  sources  of  capital  tended 
at  times  to  obliterate  the  boundaries  that  separate 
the  private  from  the  public  sector  of  the  economy. 
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A  purely  pragmatic  outlook  governed  the  economic 
functions  of  the  stats  during  the  period  under  consider- 
ation.    The  aid  of  the  state  was  invoked  whenever  it 
was  useful  to  do  sc.     When  the  Western  Inland  Lock 
Navigation  Company  faltered,  state  funds  were  drawn 
on  to  keep  the  company  alive.    When  the  company's 
efforts  fell  far  short  of  public  expectations,  the 
state  countered  by  assuming  total  responsibility  for 
large-scale  construction  and  operation  of  canals, 
and  Justified  this  procedure  on  the  basis  of  the 
conclusion  derived  from  direct  experience  that 
private  companies  were  unable  to  complete  such 
projects  successfully. 

Given  the  resources  of  New  York,  the  energy  and 
enterprise  of  its  citizens,  and,  above  all,  the  tradition 
of  state  intervention  in  the  economy,  it  is  not  surprising 
that  for  more  than  the  first  forty  years  of  the  century 
the  part  the  state  pla^red  in  the  history  of  its  economic 
development  was  significant.     The  concept  of  "the  enter- 
prise of  a  free  people"  was  based  on  the  assumption 
that  private  or  associated  individuals  engaged  in 
business  for  their  own  profit.     If,  in  the  course  of 
events,  their  state  government  could  ease  some  of  the 
more  painful  experiences  encountered  in  the  process  of 
economic  development,  citizens  of  Kew  York  saw  no  reason 
why  the  powerful  arm  of  the  state  should  not  be  employed 
for  the  purpose* 
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APFBTTDIX  I. 


LOATTS  FP.OV  THZ  CANAL  FtTKD  TO  BAKES  AS 


BANK 


Bank  of  Albany  1792 
Albany  City  Bank  1834 
Broome  Co. Bank  1831 
Bank  of  Auburn  1817 
Bank  of  America  1812 
Bank  of  Buffalo  1831 
Cayuga  Co.  Bank  1833 
Canal  Bank  1829 
Central  Bank  1818 
Chemung  CI.  Bank  1833 
Commercial  Bank  (Alb.)  1825 
Commercial  Bank  (K.Y.)  1834 
Commercial  Bank  (Buff.)1834 
Chautauqua  Co.  Bank  1831 
Clinton  Co.  Bank  1836 
Essex  Co.  Bank  1832 
Farmers  Bank  1801 
3k.  of  Geneaaee  1829 
Bk.  of  Geneva  1817 
Greennich  Bank  1830 
Herklrer  Co.Bank  1033 
Bank  of  Ithaca  1829 
LaPayette  Bank  1834 
leather  Mfgrs.'  Bank  1832 
Lewis  Co.  Bank  1833 
Lockport  Bank  1829 
Livingston  Co.  Bank  1830 
Bank  of  Lyons  1836 
Manhattan  Bank  1799 
Madison  Co.  Bank  1831 
Mechanics  &  Farmers  Bk.1811 
Merchants'  Exchange  Bk.1829 
Merchants  &  Mechs.'  Bk.1829 
Merchants*  Bank 
Mohawk  Bank  1807 
Montgomery  Co.  Bank  1831 


YR.ITT-  CAPITA- 

CO^PORATED  IIZA?I01T 


-£240,000 
100,000 
100,000 
200,000 
2,001,200 
200,000 
250,000 
300,000 
120,000 
200,000 
225,000 
500,000 
400,000 
100,000 
200,000 
100,000 
278, 0C0 
100,000 
400,000 
200,000 
200,000 
200,000 
500,000 
600,000 
100,000 
100,000 
100,000 
200,000 
2,050,000 
100,000 
442,000 
750,000 
300,000 
1,490,000 
165,000 
100.000 


DATS 

FUTsT 

CTTTSAM. 

IMS — 
1835 
1834 

1832 
1837 
1837 
1832 
1834 
ie37 
1832 
1835 
1835 
1834 
1837 
1834 
1832 
1832 
1832 
1832 
1837 
1832 
1835 
1833 
1836 
1837 
1835 


1832 


1832 
1832 


1837 


1832 

150,000. 
130,000. 
100.000. 


32,000. 
36,000. 
20,000. 
50,000. 

38,000. 


36,000. 

50,000. 
88,253.77 


1833  1834 
$50,000    v  78,500 
20,000 
112,500  112,500 


/ 

103t> 


108,000 
10,000 


105.000 


50,000 
27,000 
20,000 
37,500 

28,500 

50,000 


27,000 

37,500 
146.569 


105,000  105,000 
25,000  25.C0C 


75,000  102,500 


102,500 
100,000 
50,000 
20,000 

20,000 
50,000 
27.0C0 
20,000 
37,500 


10,000 

20,000 
50,000 
27,000 
20,000 
37,500 

25,000  25,000 
100,000 
50,000  100,000 

25,000 


27,000  27,000 

12,500 
155.704  155,784 


1036 

1837 

■I  70,500 

*  53,050 

123,000 

100,700 

33,800 

49,150 

125,000 

111,750 

25,000 

20,000 

8,800 

101,636. 

22  69,250 

100,000 

00,000 

50,000 

40,000 

20,000 

18,000 

10,006 

20,000 

16,000 

50,000 

33,800 

27,000 

20,000 

16,100 

50,000 

40,000 

6,800 

25,000 

16,900 

100  000 

73,750 

loojooo 

80,000 

20,000 

16,200 

29,700 

25^000 

20,500 

27,000 

13,000 

50,000 

40,000 

155,704 

135,400 

150,000 

95,000 

54,000 

1.  Compiled  from  the  Annual  Reports  of  the  Commissioners  of  the      Canal  Fund.  1032-1837, 
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APPENDIX  T.(contd. ) 


YR.  IK- 


BANK 

Bank  of  Monroe 
National  Bank 
K.Y.  State  Bank 
N.Y.  Dry  Dock  Bank 
Bank  of  K.Y. 
0gden3burgh  Bank 
Onondaga  Bank 
Ontario  Branch  Bk. 
Bank  of  Orleans 
Bank  of  Oswego 
Otsego  Co.  Bank 
Phenix  Bank 
Bank  of  Rome 
Bank  of  Rochester 
Sacket8  Harbor  Bk. 
Saratoga  Co.  Bank 
Bank  of  Sallna 
Schenectady  Bank 
Senaca  Bank 
Steuben  Co.Bk. 
Tradesmen's  Bank 
Bank  of  Troy 
Troy  City  Bank 
Union  Bank 
Bank  of  Utlca 
Wayne  Co.FV. 
Bank  of  TJhitehall 
Yates  Co.  Bank 


DATS 
TT5ST 
CL.Ica?: 


1829 

300,000 

1833 

1829 

750,000 

1832 

1803 

369,600 

1832 

r  1825 

200,000 

1835 

1784 

1 

,000,000 

1836 

1829 

100,000 

1833 

1830 

150,000 

,  1815 

250,000 

1832 

1834 

200,000 

1835 

1831 

150,000 

1837 

1830 

100,000 

1834 

1812 

500,000 

1B32 

1832 

100,000 

1837 

1824 

250,000 

1833 

1834 

200,000 

1836 

1830 

100,000 

1832 

150,000 

1837 

1832 

150,000 

1834 

1833 

200,000 

1834 

1833 

150,000 

1834 

1823 

400,000 

1834 

1811 

440,000 

1832 

1833 

300,000 

1834 

1811 

1, 

,000,000 

1833 

1812 

450,000 

1832 

1829 

100,000 

1833 

1829 

100,000 

1837 

1831 

100,000 

1833 

1832 


§  150,000 


20,000 


150,000 


50,000 
100,000 
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1833 

1834 

" 

1G35 

1856 

1837 

s,100,000 

*100,000 

Cioo,ooo 

":  150,  OOC 

5149,500 

112,500 

62,500 

62,000 

100,000 

60,000 

50,000 

48  UOO 

100,000 

100,000 

90,000 

30,000 

30,000 

30,000 

30,000 

24  601.67 

70,000 

70,000 

80,000 

00,000 

54,000 

25,000 

25,000 

21,000 

33,313 

25,000 

112,500 

50,000 

112,500 

112,500 

36,500 

16,200 

100, OOC 

100,000 

100,000 

100,000 

78,300 

20,000 

lb, 000 

20,300 

20, OOC 

20,000 

20,000 

16,200 

10  000 

20  OOC 

20  000 

13  500 

30^000 

20)0C0 

SO J 000 

13^500 

50,000 

150,000 

150,000 

150,000 

170,000 

160,000 

70,000 

IOC, COO 

100,000 

85,000 

50,0CC 

50,000 

10C,0CC 

100,000 

60,000 

100,000 

70,000 

31,100 

30,000 

30,0CC 

30,000 

30,000 

23,000 

24,300 

20,000 

20,000 

2C,C00 

20,000 

13,500 
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APPEUDIX  II. 

DEPOSITS  FHCi'  TIE  CA^AL  FUND  I>T  BAKFS  AS  -^ST^'ATFD  AT  TH^  EtfD 


BANK 


YE.  IK" 

CCFTCH  ATZD 


Bank  of  Albany 
Albany  City  Bank 
Broome  Co.  Bank 
Bank  of  Auburn 
Brn  k  of  America 
Bank  of  Buffalo 
Cayuca  Co.  Bank 
Canal  Bank 
Central  Bank 
Chemung  CI,  Bank 
Commercial  Bk.(Alb.) 
Commercial  Bk.(Buff.) 
Commercial  Bk.  (K.Y.) 
Chatauque  Co. Bank 
Clinton  Co.  Bk. 
Essex  Co.  Bank 
Farmers  Bank 
Bk.  of  Geneasee 
Bk.    of  Geneva 
Greenwich  Bank 
Herkl-er  Co.  Bank 
Bk.  of  Ithaca 
Lafayette  Bank 
Leather  l'fnrs.1  Bank 
Lewis  Co.  Bank 
Lockport  Bank 
Livingston  Co.  Bk. 
Bk.  of  Lyons 
Manhattan  Bank 
Kadison  Co.  Bpnk 
!'echs.&  Farmers  Bank 
Kerch. &  Hechs.Bank 
Uerchts.  Exch.  Bank 
Kerchants  Bank 
Mohawk  Bank 


1792 
1834 
1831 
1817 
1812 
1C31 
1833 
1829 
1818 
1833 
1825 
1834 
1834 
1831 
1836 
1832 
1801 
1829 
1817 
1830 
1833 
1829 
1834 
1832 
1833 
1829 
1830 
1836 
1799 
1831 
1811 
1829 
1829 

1807 


CAPITA; 
L'IZATI'OH 


1831 


1832 


ft  240,000    $  0 
100,000 

100,000  . "  . 

200,000  5,685.25 
2,001,200 

200,000  33,515.45 

250,000 

300,000 

120,000 

200,000 

225,000 

400,000 

500,000 

100,000 

200,000 

100,000 

278,000 

100,000 

400,000    32,913.  80,000. 

200,000 

200,000 

200,000 

500,000 

600,000 

100,000 

100,000    32,626.  46,266. 
100,000 
200,000 
2,050,000  19,615. 
100,000 

442,000  749,567.  184,139. 
300,000 
750,000 
1,490,000 

165,000  6.674. 


OF  SACH  FISCAL  YEA.V 
1833  1834 


§  71,839.50     * 109, 057 
45.873 


62.147 


57,432 
6,279 


34,400 


45, 0C1 
10,053 


11,490 
22,098 


k65,504 
53,518 


3,521  14,768 


32,761 
21.473 


60.147  60.396 


23,777 
1.430 


70,396 
67.481 


13,387 


43.416  35,908 


54.979 


53,359 
4.581 


30.861 


1837 


586.15 


34,079.95 
9,151.76 


1,030.75 


26,302  370.71 
13,115  1,269.47 


33,396.85 
1,107.09 


199,307. 
12.283 


4.335 


1.    Compiled  from  The  A^ual  Reports  of  the  Commissioners  of  the   Canal  Fun-*.  1S31-1837. 


APreiTPIX  Il.Ccontd. ) 


YR.ITN  CAPITA- 
BANK  CORPOHATBD  tlZATICN 


Montgomery  Co.Bk.  1831  §  100,000 

Bk.  of  Konroo  1829  300,000  J 

National  Bank  1820  750,000 

N.Y.  State  Bank  1803  369,000 

H.Y.  Dry  Dock-  Bank  1825  200,000 

Bk.  of  N.Y.  1784  1,000,000 

Ogdensburgh  3k.  1029  100,000 

Onondaga  Co.  Bk.  1829  100,000 

Ontario  Branch  Bk.  1815  250,000 

Bk.  of  Orleans  1834  200,000 

Bk.  of  Oswego  1831  150,000 

Otsego  Co.Bk.  1830  100,000 

Phenlx  3k.  1812  500,000 

Bk.  of  Rome  1832  100,000 

Bk.  of  Rochester  1824  250,000 

Sackets  Harbor  Bk.  1834  200,000 

Saratoga  Co.Bk.  1030  100,000 

Bk.  of  Sallna  1832  150,000 

Schenectady  Bk.  1832  150,000 

Seneca  Co.Bk.  1033  200,000 

Steuben  Co.  Bk.  1833  150,000 

Tradesmen's  Bk.  1823  400,000 

Bk.  of  Troy  1811  440,000 

Troy  City  Bk.  1833  300,000 

Union  3k.  1811  1,000,000 

Bk.  of  Utlca  1812  450,000 

^*ayne  Co.  Bk.  1829  100,000 

Bk.  of  Whitehall  1829  100,000 

Yates  Co.  Bk.  1031  100,000 


1831  1832  1033 

:  12,062  ^104,338.  36,154 
740,971        104,107  66,289 

13,036  153,733.  104,821 
28,582        72,665.  30,644 

3,120.  10,728 
14,000 

94,452      176,617.  32,297 

8,329        44,741  46,519 
24,455 

76,972      184,450  33,943 

21,73b  21,757 
16,300        57,604  19,942 
30,510  55,459 
1,309 


1C54 

1035 

1836 

1037 

58,349 

35,471 

27,926. 

708. 

19,606 

32,177 

40,144 

1,435. 

i no  too 

98, 741 

72,489 

59 , 381 . 

10,000 

3,108 

6,411 

1,617. 

27,964 

42,450 

41,397 

6,465. 

33,826 

11,498 

18,054 

5,714. 

63,503 

40,602 

51,019 

16,446. 

21,602 

24  722 

13,551 

8,611. 

79,067 

53^646 

33,024 

7,754. 

1,954. 

11,058 

22,667 

14,933 

5,056. 

1,3C4 

7,057 

7,133 

3,715. 

30,158 

1,531 

4,501 

207. 

26,960 

55,472 

46,235 

5,787. 

22,927 

4,603 

4,258 

25,750. 

72,0C0 

39,259 

32,740 

32,338. 

6,368 

6,401 

16,683. 

[miu 
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